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CERTIFIED LIST OF ALL DOCUMENTS, TRANSCRIPTS OF 
TESTIMONY, EXHIBITS AND OTHER MATERIAL COMPRIS- 
ING THE RECORD IN THE MATTER OF ARTHUR LIPPER 


CORPORATION, ET AL. 
Pursuant to Section 25(a) of the Securities Exchange Act of 1934, 
15 U.S.C. 78y(a)(2), and as provided in 28 U.S.C. 2112 and Rule 17(b) of 
the Federal Rules of Appellate Procedure, the Securities andi Exchange 
Commission certifies that the following list of transcripts of testimony, 
exhibits, documents and other material all as described in said list, com- 
prise the record upon which the orders under review herein were entered: 
I. OFFICIAL TRANSCRIPTS OF PROCEEDINGS BEFORE THE 

SECURITIES AND EXCHANGE COMMISSION, AND EXHIBITS af 

INTRODUCED INTO EVIDENCE, IN THE MATTER OF ARTHUR 

LIPPER CORPORATION AND ARTHUR LIPPER III, ADMINIS- 


TRATIVE PROCEEDING FILE NO. 3-2156, AND IN THE MATTER 
OF IOS, LTD., (S.A.), ET AL., ADMINISTRATIVE PROCEED- 


ING FILE NO. 3-2157 (consoli¢:ted). 


eeeeeeeeeeerceerr een cn LENCE LEE LL CE ELE LL LLL ALIS 


1/ Unless otherwise indicated, all exhibits in the official record are 
copies, rather than originals, of the documents described. 
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Document 


No, Description 


A. Transcripts 


Official transcripts of proceedings before Chief 
Hearing Examiner Warren E. Blair on September 14, 
15, 16, 17, 16, 21, 22, 23, 1970; November 9, 12, 
1970; May 26, 1971; June 21, ZZ, 1971; July 8, i971. 


Official transcript of proceedings before Commissioners 
Hugh F. Owens, A. Sydney Herlong, Jr., and Philip A. 1589- 
Loomis, Jr., on August 28, 1972. 1646 


B. Grant Exhibits 


Exhibit A. Letter from Grandefeld & Goodman by 
John J. Grandefeld to Mr. Norman Carney, Hertz, 
Neumark & Warner, dated January 25, 1967. 


Exhibit B. Letter from Grandefeld & Goodman by 
John J. Grandefeld to Mr. Norman Carney, Hertz, 
Neumark & Warner, dated February 10, 1967. 


Exhibit C. Letter from Norman F. Carney to Mr. 
Raymond Grant, dated March 31, 1967. 


Exhibit D, Letter from Norman Carney to Mr. Raymond 
Grant, dated April 6, 1967, 


Exhibit E, Memorandum from Mr. Bernard Dishy, dated 
March 30, 1967. 


C. Lipper Exhibits 


Exhibit A. Page 40 of the transcript of the testi- 
mony of Edward Posner before the Securities & 
Exchange Commission on October 19, 1968, 


Exhibit B. Chart captioned “Arthur Lipper Corpora- 
tion Mechanical Flow of Orders." 


The transcript of proceedings on May 28, 1971, consists of pages 1-64 
which are numbered as record pages 1168.1 through 1168.64 inclusive. 

In the reporter's original transcript, page 29 is followed by a single 
page numbered "30-40" which is, in turn, followed by page 41. Similarly, 
these three pages are numbered record pages 1168.29, 1168.30-.40 and 
1168.41, respectively. 


Grant Exhibit E was admitted only as to the typewritten materiel nens: 
, 
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Document 
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Description 


Exhibit C~l. Original letter from FOF Proprietary 
Funds Ltd. by Arthur M. Cowett to Arthur Lipper 
Corporation, dated June 29, 1967. 


Exhibit C-2. Original letter from IIT Management 
Company (S.A.) by Edward M. Cowett to Arthur Lipper 
Corporation, dated July 11, 1967. 


Exhibit C~3. Original letter from Edward M. Cowett 
<o Arthur Lipper Corporation, dated July 11, 1967. 


Exhibit C-4, Original letter from Canadian Fund 
Management Company Ltd., by Edward M. Cowett to 
Arthur Lipper Cornoration,. 


Exhibit C-5. Original letter from IIT Management 
Company (S.A.) by Edward M. Cowett tg Arthur Lipper 
Corporation, dated March 15, 1968. 


Exhibit C-6. Original letter from FOF Proprietary 
Funds Ltd., by Edward M. Cowett to Arthur Lipper 
Corporation, dated March 15, 1968. 


Exhibit D. Letter from Allan F. Conwill to Solomon 
Freedman, Esq., dated March 31, 1969, 


D. I0S Exhibits 


Exhibit A. Document captioned "A Periodic Report to 
the Exchange Community from G. Keith Funston", dated 
May 4, 1967. 


Exhibit B. Letter from Robert W. Haack to Members 
and Allied Members, Re: Commission Rate Structure 
Proposal, dated January 2, 1968. 


Exhibit C. Document captioned "A Periodic Report to 
the Exchange Community from G. Keith Funston", dated 
July '21, 1967. 


Exhibit D. Letter from Robert W. Haack to Members 
and Allied Members, Re: Proposed SEC Rule 10b-10, 
dated March 21, 1968, 


Exhibit E. Letter from Robert W. Haack to Members 
and Allied Members, Re: SEC Investigative Hearings, 
etc., dated June 7, 1968, 
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Document Page 
No. Description No, 


22 Exhibit F. Letter from Robert W. Haack to Members 1693- 
and Allied Members, Re: Board Decisions on Volume 1695 
Discount, etc., dated June 27, 1968. 


Exhibit G, Letter from Robert W. Haack to Members 1696- 
and Allied Members, Re: New Interim Commission 1703 
Schedule, dated August 8, 1968 (with attachment). 


Exhibit H. Letter from Robert W. Haack to Members 1704- 
and Allied Members, Re: Interim Commission Schedules, 1708 
dated September 6, 1968, 


Exhibit I, Letter from Robert W. Haack to Members 1709- 
and Allied Members, Re: Proposed Amendment to 1719 
Article XV, dated October 10, 1968. 


Exhibit J. New York Stock Exchange Member Firm 1720- 
Educational Circular No. 243, Re: Interpretation of Ligi 
Amended Article XV of the Constitution, dated 

October 14, 1968, 


Exhibit K. Letter from Robert W. Haack to Members 1728- 
and Allied Members, Re: Approval of Interim Schedule, 1732 
dated October 25, 1968, 


Exhibit L. Letter from Robert W. Haack to Members 1733- 
and Allied Members, Re: Commissions~Reciprocal 1736 
Arrangements, dated November 22, 1968 (with attachment). 


Exhibit M. Biography of Irving J. Galpeer from 1737 
Martindale-Hubbel. 


Exhibit N. Fund of America, Inc. "Notice of Special 1738- 
Meeting of Stockholders to be Held September 3, 1965" 1739 
and page 8 of accompanying proxy statement, 


Exhibit 0. Fund of America, Inc. Prospectus, dated 1740- 
October 5, 1965. (cover and page 4). 1741 


Exhibit P, Fund of America, Inc. "Notice of Annual 1742- 
Meeting to be Held October 17, 1966" and pages 6-7 1744 
of accompanying proxy statement. 


Exhibit Q. Fund of America, Inc. Prospectus, dated 1745- 
November 1, 1966 (cover and page 3). 1746 
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4/ Exhibits N and O were admitted as evidence of what was filed with the 
Commission, but not for the accuracy of assertions therein. 00L 


Document 


No, Description 


34 Exhibit R. Letter from Irving J. Galpeer to the 
Directors of Fund of America, Inc., dated 
October 27, 1966. 


Exhibit S. Two-page excerpt from the minutes of 
the meeting of the Board of Directors of Fund of 
America, Inc., held February 20, 1967. 


Exhibit T. Fund of America, Inc. "Notice of Special 
Meeting of Stockholders to be Held March 20, 1967" and 
page 6 of accompanying proxy statement. 


Exhibit U. Fund of America, Inc. Prospectus, dated 
April 1, 1967 (cover and unnumbered internal page). 


Exhibit V. Letter from Irving J. Galpeer to Fund 
of America, Inc., dated August 8, 1968, 


E. Division's Exhibits 


Exhibit 1. Original worksheet captioned ‘Fund of 
America, Inc., Brokers Commissions in Portfolio 
Transactions, Year 1967". 


Exhibit 2. Fund of America, Inc. Prospectus, dated 
November l, 1966. 


Exhibit 3. Letter from Norman F, Carney to Investors 
Planning Corporation of America, 5/ dated April jhe PA a 


Exhibit 4, Letter from Norman F. Carney to Investors 
Planning Corporation of America, dated May 2, 1967. 


Exhibit 5. Letter from Norman F. Carney to Investors 
Planning Corporation of America, dated June 1, 1967. 


Exhibit 6. Letter from Norman F. Carney to Investors 
Planning Corporation of America, undated but stamped 
“Paid, July 13, 1967". 


Exhibit 7. Letter from Norman F. Carney to Investors 
Planning Corporation of America, dated November 3, 1967. 


Exhibit 8. Letter from Norman F. Carney to Investors 
Planning Corporation of America, dated March 25, 1968. 


LT 


Apygators Planning Corporation of America is sometimes referred to as 


herein, 
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Document 


No. 


47 


48 


49 


50 


al 


52 


53 


Exhibit 9-A. 
Stages #1 and 


Exhibit 9-B. 
Stages #3 and 


Exhibit lLO-A, 
Commissions - 


Exhibit 10-B. 
dated July 6, 


Exhibit 10-c. 
Easton, dated 


Exhibit ll1-A. 
Commissions - 


Exhibit 11-B. 
dated June 14, 


Exhibit 11-C. 
Easton, dated 


Exhibit 12-A. 
Commissions - 


Exhibit 12-B. 
dated June 28, 


Exhibit 12-C. 
Easton, dated 


Exhibit 13-A. 
Commissions 


Exhibit 13-8. 


- § - 


Description 


Chart captioned “Fund of America, 
72". 


Chart captioned "Fund of America, 
#4". 


Memorandum from Bernard Dishy, Re: 
Kenneth Easton, dated July 6, 1967. 


Letter from Kenneth Easton to IPC, 
1967. 


Check payable to IPC drawn by Kenneth 
July 6, 1967. 


Memorandum from Bernard Dishy, Re: 
Kenneth Easton, dated June 14, 1967. 


Letter from Kenneth Easton to IPC, 
1967. 


Check payable to IPC drawn by Kenneth 
June 14, 1967. 


Memorandum from Bernard Dishy, Re: 
Kenneth Easton, dated June 28, 1967. 


Letter from Kenneth Easton to IPC, 
1967. 


Check payable to IPC, drawn by Kenneth 
June 29, 1967. 


Memorandum from Bernard Dishy, Re: 


- Kenneth Easton, .dated August 18, 1967. 


Letter from Kenneth Easton to IPC, 


dated August 18, 1967. 


Exhibits 13-C. 


Check payable to IPC, drawn by 


Kenneth Easton, dated August 18, 1967. 


Exhibit 14-A, 
Commissions — 
1967. 


Exhibit 14-B. 
dated October 


Memorandum from Bernard Dishy, Re: 
Kenneth Easton, dated October 23, 


Letter from Kenneth Easton to IPC, 
23, 1967. 


Document 


No. Description 


63 Exhibit 14-C. Check payable to IPC, drawn by 
Kenneth Easton, dated October 23, 1967. 


64 Exhibit 15-A. Memorandum from Bernard Dishy, Re: 
Commissions - Kenneth Easton, dated November 28, 
1967. 


Exhibit 15-B. Letter from Kenneth Easton to IPC, 
dated November 28, 1967. 


Exhibit 15-C. Check payable to IPC drawn by Kenneth 
Easton, dated November 28, 1967. 


Exhibit 16-A, Memorandum from Bernard Dishy, Re: 
Commissions - Kenneth Easton, dated December 29, 1967. 


Exhibit 16-B. Letter from Kenneth Easton to IPC, 
dated December 29, 1967. 


Exhibit 16-C. Check payable to IPC, drawn by Kenneth 
Easton, dated December 29, 1967. 


Exhibit 17-A. Memorandum from Bernard Dishy, Re: 
Commissions ~- George Hiegel, dated August 18, 1967. 


Exhibit 17-B. Letter from George Hiegel to IPC, 
dated August 18, 1967. 


Exhibit 17-C. Check payable to IPC drawn by George 
Hiegel, dated August 18, 1967; deposit slip to the 
account of George Hiegel, dated August 18, 1967. 


Exhibit 18-A. Memorandum from Bernard Dishy, Re: 
Commissions ~ George Hiegel, dated September 14, 1967. 


Exhibit 18-B. Letter from George Hiegel to IPC, 
dated September 14, 1967. 


Exhibit 18-C. Check payable to IPC, drawn by George 
Hiegel, dated September 14, 1967; deposit slip to the 
account of George Hiegel, dated September 15, 1967. 


Exhibit 19-A. Memorandum from Bernard Dishy, Re: .  1ea5 
Commissions - George Hiegel, dated October 23, 1967. 


Exhibit 19-B. Letter from George Hiegel to IPC, 1816 
dated October 23, 1967. 


007 


sdillieh oeteeoctatiaatin henteenchadnaandnaatiadnennadinanandianentnasendnadilice senara daha aiemaaaateeatincanm aeaeadamnaketainemantemen eds 


Document 
No, 


78 


Description 


Exhibit 19-C. Check payable to IPC, drawn by 
George Hiegel, dated October 23, 1967; deposit 
slip to the account of George Hiegel, dated 
October 24, 1967, 


Exhibit 2U-A. Memorandum from Bernard Dishy, Re: 
Commissions - George Hiegel, dated November 28, 1967. 


Exhibit 30-B. Letter from George Hiegel to IPC, 
dated November 28, 1967. 


Exhibit 20-C. Check payable to IPC, drawn by George 
Hiegel, dated November 28, 1967; deposit slip to the 
account of George Hiegel, dated November 28, 1967, 


Exhibit 21-A. Memorandum from Bernard Dishy, Re: 
Commissions - George Hiegel, dated December 27, 1967. 


Exhibit 21-B. Letter from George Hiegel to IPC, 
dated December 29, 1967, 


Exhibit 21-C. Check payable to IPC, drawn by George 
Hiegel, dated August 18, 1967; deposit slip to the 
account of George Hiegel, dated December 29, 1967. 


Exhibit 22-A, Letter from Bernard Dishy to IPC, 
dated February 23, 1968, 


Exhibit 22-B. Check payable to IPC, drawn by Bernard 
Dishy, dated February 23, 1968. 


Exhibit 22-C. Check payable to IPC, drawn by Bernard 
Dishy, dated February 23, 1968. 


Exhibit 23-A, Letter from Edward M. Cowett to 
Ladenburg, Thalmann & Company, dated October 9, 1967. 


Exhibit 23-B. Letter from Sidney A. Rosner to Arthur 
Lipper III, dated September 19, 1967. 


Exhibit 23-C. Ladenburg, Thalmann & Co. sales con- 
firmation slips, dated August 29, 1967. 


Exhibit 23-D, Check payable to IPC, drawn by 
Ladenburg, Thalmann & Co., dated October 1l, 1967. 


Exhibit 24. Letter from Edward M. Cowett to 
Herzfeld & Stern, dated june 15, 1967. 


Document 
No. 


93 
94 
95 


96 


97 


98 
99 


100 


101 


102 


103 
104 


105 
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6/ Fund of Funds, Ltd. is sometimes referred to as "FOF" herein. 
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Description 
Exhibit 25. Letter from Herzfeld & Stern to IPC, 
dated June 21, 1967. 


Exhibit 26. Original check payable to IPC, drawn 
by Herzfeld & Stern, dated June 21, 1967. 


Exhibit 27. List of subsidiaries and affiliates 
captioned "Bernard Cornfeld”. 


Exhibits 28-A through 28-M. Thirteen letters from 
Arthur Lipper Corporation to IPC (transmitting 
checks), dated from July 10, 1967 through June 24, 1968. 


Exhibit 28-N. Letter from IIT Management Company 


(S.A.) to Arthur Lipper Corporation, dated July 11, 1967. 


Exhibits 28-0 and 28-P. Two letters from Arthur 
Lipper Corporation to IPC transmitting checks, dated 
August 5, 1968. 


Exhibit 28-Q. Letter from Canadian Fund Management 
Company Ltd. to Arthur Lipper Corporation, dated 
March 15, 1968. 


Exhibit 28-R. Letter from IIT Management Company (S.A.) 
to Arthur Lipper Corporation, dated March 15, 1968, 


Exhibits 29-A and 29-B. Letters from FOF Proprietary 
Funds Ltd. to Arthur Lipper Corporation, dated 
June 29 and July 11, 1967, respectively. 


Exhibits 29-C. Letter from FOF Proprietary Funds Ltd. 
to Glore Forgan, Wm. R. Staats, Inc., dated August 10, 
1967. 


Exhibit 29-D. Letter to A. J. Jablonski & Co., dated 
August 11, 1967. 


Exhibit 29-E. Letter from IIT Management Company 
(S.A.) to A. J. Jablonski & CO., dated August 11, 1967. 


Exhibit 29-F. Letter from FOF Proprietary Funds Ltd. 
to A. J. Jablonski & Co., dated August 11, 1967. 


Exhibit 29-G. Letter from Fund of Funds, Ltd. 6/ to 
Ladenburg, Thalmann & Co., dated October 2, 1967. 
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Page 
Nc. 


1834 
1835 
1836- 
1841 
1842- 
1854 


1855 


1856- 
1857 


1858 


1859 


1860- 
1861 


1862 


1863 


1864 
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Document 


No. Description 


107 Exhibit 29-H. Letter from FOF to Ladenburg, 
Thalmann & Co., dated October 9, 1967, 


108 Exhibit 39-I. Letter from FOF Proprietary 
Funds Ltd. to Arthur Lipper Corp., dated 
March 15, 1968. 


Exhibit 29-J. Letter from Canadian Fund Management 
Co. Ltd., to Adams & Peck, dated August 7, 1968. 


Exhibits 29-K. Letter from FOF Proprietary Funds 
Ltd. to Glore Forgan, Wm. R. Staats Inc., dated 
August 7, 1968. 


Exhibit 29-L. Letter from FOF Proprietary Funds 
Ltd., to Bear, Stearns & Co., dated August 7, 1968. 


Exhibit 29-M. Letter from FOF Proprietary Funds 
Ltd., to Emmanuel Deetjen & Co., dated August 7, 
1968. 


Exhibit 29-N. Letter from FOF Proprietary Funds Ltd. 
to Jessup & Lamond, dated August 7, 1968. 


Exhibit 29-0. Letter from FOF Proprietary Funds Ltd. 
to Drexel, Harriman, Ripley, Inc., dated August 15, 
1968, 


Exhibit 29-P. Letter from Investors Fonds to Drexel 
Harriman, Ripley, Inc., dated August 15, 1968. 


Exhibit 29-Q. Letter from FOF Proprietary Funds 
Ltd. to George Robinson & Co., dated August 15, 1968. 


Exhibit 29-R. Letter from Fonditalia Management Co. 
Ltd. to Drexel, Harriman, Ripley, Inc., dated 
August 16, 1968. 


Exhibit 30-A. Letter from Jefferies & Co. Inc., to 
Financial Institutions Growth Fund Inc., dated 
December 23, 1966. 


Exhibits 30-B through 30-J. Ten letters from 
Jefferies & Co. Inc., to IIT Management Co. (S.A.) 
transmitting checks, dated February . through 
December 26, 1967. 
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Document 


No. 


120 


Ss ate 


Description 


Exhibits 31-A and 31-B. Letters from FOF 
Proprietary Funds Ltd. to Shields & Co., dated 
December 27 and 18, 1967, respectivciy. 


Exhibits 31-C through 31-F. Four letters from 
Shields & Co. to various brokers transmitting 
checks, dated December 26, 1967 through January ‘'2, 
1968. 


Exhibits 31-G. Letter from IIT Management Co. (S.A.) 
to Shields. & CO., dated February 26, 1968. 


Exhibits 31-H. Letter from Shields & Co. to Hay, 
Fales, Pizzini & Co., dated March 12, 1968. 


Exhibit 31-I. Letter from FOF Proprietary Funds Ltd. 
to Baker, Weeks & Co., dated August 15, 1968. 


Exhibit 32-A. Letter from Edward M. Cowett to 
Herzfeld & Stern, dated June 15, 1967. 


Exhibit 32-B. Memorandum from Hy Feld to Edward M. 
Cowett, dated June 7, 1967. 


Exhibit 33-A. Document captioned ‘‘Advice'' from IPC 
to Mr. Arthur Lipper, dated November 10, 1967. 


Exhibit 33-B. Letter from IPC to Arthur Lipper III, 
dated August 22, 1967. 


Exhibit 34-A. Letter from White, Weld & Co. to IPC, 
dated August 30, 1968. 


Exhibit 34-B. Letter from FOF Proprietary Funds Ltd. 
to White, Weld & Co., dated August 15, 1968. 


Exhibit 35-A. Document captioned "Advice" from IPC 
to Edward M. Cowett, Esq., dated August 5, 1968. 


Exhibit 35-B. Document captioned 'Advice" from IPC 
to Edward M. Cowett, dated September 3, 1968. 


Exhibit 35-C. Letter from Drexel, Harriman, Ripley 
Inc., to IPC, dated September 10, 1968, 


Exhibit 36. Order for public proceedings, etc. in 
the Matter of IOS Ltd. (S.A.), etc., et al., dated 
February 3, 1966. 


Document 
No. 


135 


1/ 


Description 


Exhibit 37. Order accepting offer of settlement in 
the matter of I0S Ltd. (S.A.), etc., et al., dated 
May 23, 1967 [Securities Exchange Act Release No. 
8083]. 


Exhibit 38. Fund of America, Inc. Prospectus, dated 1936- 
April 1, 1967. 1957 


Exhibit 39. Fund of America, Inc. Prospectus, dated 1958- 
April 1, 1968. 2025 


Exhibit 40. Letter from FOF Proprietary Funds Ltd. 2026 
to Jefferies & Co., Inc., dated October 2, 1967. 


Exhibit 41. Letter from FOF Proprietary Funds Ltd. 2027 
to Arthur Lipper Corporation, dated August 14, 1968. 


Exhibits 42-A and 42-B. Letters from FOF Proprietary 2028- 
Funds Ltd., to Bear, Stearns & Co., dated July 22 and 2029 
August 7, 1968, respectively. 


Exhibits 43-A through 43-C. Prespectuses of the 2030- 
Fund of Funds Inc., dated March 1, 1966, June 1, 1967, 2105 
and May 4, 1968, respectively. 


Exhibits 44-A through 44-C. Prospectuses of IIT, an 2106- 
International Investment Trust, 7/ dated June l, 2165 
1966, December 1, 1967, and July 1, 1967,respectively. 


Exhibits 45-A through 45-C. Prospectuses of Regent 2166- 
Fund Ltd., dated April 25, 1966, April 21, 1967, 2253 
and April 21, 1968, respectively. 


Exhibit 46. Prosapectus of IOS Regent Fund Ltd., 2254- 


dated April 21, 1969. 2293 


Exhibit 47. Original attestation of Charles A. Moore 2294- 
(with attachment), dated September 16, 1970. 2299 


Exhibit 48-A. Letter from FOF Proprietary Funds Ltd. 2300 
to A. J. Jablonski & Co., dated August 11, 1967. 


Exhibit 48-B. Letter from IIT Management Company 2301 
(S.A.) to A.J. Jablonski & Co., dated August 11, 1967. 


IIT, an International Investment Trust, is sometimes referred to 
as “IIT” herein. 
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Document 


No. Description 


148 Exhibit 49. Statement of the account of Arthur 
Lipper Corporation with A. J. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during July, 1967. 


Exhibit 50. Statement of the account of Arthur 
Lipper Corporation with A. J. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during August, 1967; and checks payable 
to IPC drawn by A. J. Jablonski & Co., dated 
September 1 and 7, 1967. 


Exhibit 51. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during September, 1967; and check payable 
to IPC drawn by A. I. Jablonski & Co., dated 
September 28, 1967, 


Exhibit 52, Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during October, 1967; and check payable 
to IPC drawn by A. I. Jablonski & Co., dated 
October 17, 1967. 


Exhibit 53. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during November 1, 1967; and check payable 
to IPC drawn by A. I. Jablonski & Co., dated 
November 7, 1967. 


Exhibit 54. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co, 
reflecting transactions on the Detroit Stock 
Exchange during December 1, 1967; and checks payable 
to IPC drawn by A. I. Jablonski & Co., dated 
December 11 and 22, 1967. 


Exhibit 55. Statements of the account of Arthur 
Lipper Corporation wit! A. I. Jablonski & Co. 
reflecting transactions on the Midwest Stock Exchange 
during August, September and November, 1967. 


Exhibit 56, Letter from Arthur Lipper III to Mr. 
Robert. Jablonski, dated January 22, 1968; and letter 
from Louis A. Tananbaum te Mr. A. R. Jablonski, 
dated April 4, 1968. 


Document 
No, 


156 


ae 
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Exhibit 57. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during January, 1968; and check payable 
to Overseas Development Bank drawn by A. Il. 
Jablonski & Co., dated February 8, 1968. 


Exhibit 58. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock 
Exchange during February, 1968; and check payable 
to Overseas Development Bank drawn, by A. Il. 
Jablonski & Co., dated March 6, 1968. 


Exhibit 59. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock Exchange 
during February 26 through March 22, 1968; and check 
payable to Overseas Development Bank drawn by A. lI. 
Jablonski & Co., dated April 18, 1968. 


Exhibit 60. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock Exchange 
during March 25 through April 23, 1968; and check 
payable to Overseas Development Bank drawn by A. I. 
Jablonski & Co., dated May 8, 1968. 


Exhibit 61. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock Exchange 
during May, 1968; similar statement reflecting over- 
the-counter transactions during May, 1968; and check 
payable to Overseas Development Bank drawn by A. I. 
Jablonski & Co., dated June 7,.1968. 


Exhibit 62. Statement of the account of Arthur 

Lipper Corporation with A.I. Jablonski & Co. 
reilecting transactions on the Detroit Stock Exchange 
during May 24 through June 21, 1968; and check payable 
to Overseas Development Bank drawn by A. I. Jablonski 
& Co., dated July 2, 1968. 


Exhibit 63. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock Exchange 
during June 24 through July 24, 1968; and check pay- 
able to Overseas Development Bank drawn A. I. 
Jablonski & Co., dated August 2, 1968. 
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Exhibit 64. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions over-the-counter during 
June 24 through July 24, 1968; and check payable 
to Overseas Development Bank drawn by A. Il. 
Jablonski & Co., dated August 8, 1968. 


Exhibit 65, Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions on the Detroit Stock Exchange 
during July 25 through August 23, 1968; similar 
statement reflecting over-the-counter transactions 
during the same period; and check payable to Overseas 
Development Bank drawn by A. I. Jablonski, dated 
September 6, 1968. 


Exhibit 66. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions over-the-counter during 
August 26 through September 23, 1968; similar state- 
ment reflecting transactions on the Detroit Stock 
Exchange during the same period; and check payable 

to Overseas Development Bank drawn by A. I. Jablonski 
& Co., dated October 8, 1968. 


Exhibit 67. Statement of the account of Arthur 
Lipper Corporation with A. I. Jablonski & Co. 
reflecting transactions over-the-counter during 
September 24 through October 24, 1968; similar state- 
ment reflecting transactions on the Detroit Stock 
Exchange during the same period; and check payable 

to Overseas Development Bank drawn by A. I. Jablonski 
& Co., dated November 8, 1968. 


Exhibit 68-A. Letter from FOF Proprietary Funds Ltd. 
to A. I. Jablonski & Co., dated March 30, 1968. 


Exhibit 68-B. Letter from IIT Management Company S.A. 
to A. I. Jablonski & Co., dated March 30, 1968. 


Exhibit 69-A. Letter from C. Henry Buhl III, to 
Jefferies & Co., dated December 14, 1966. 


Exhibit 69-B. Letter from Jefferies & Co. to 
C. Henry Buhl III, dated December 23, 1966. 


Document 
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Exhibit 70-A. Letter from C. Henry Buhl III, 
to Jefferies & Co., dated December 16, 1966. 


Exhibit 70-B Letter from Jefferies & Co., to 
IIT Management Company, dated January 10, 1967. 


Exhibit 71-A. Letter from Jefferies & Co., to 
Emmanuel Deetjen & Co., dated January 18, 1967. 


Exhibit 71-B. Letter from Jefferies & Co., to 
Computer Directions Fund Inc., dated February 16, 
1967. 

Exhibit 71-C. Letter from Nancy Stuart to 
Jefferies & Co., dated April 17, 1967. 


Exhibit 71-D. Letter from Jefferies & Co., to 
Emmanuel Deetjen & Co., dated April 19, 1967. 


Exhibit 71-E. Letter from IIT Management Company 
to Jefferies & Co., dated July 12, 1967; and two 
letters from Jefferies & Co. to IIT Management 
Company, dated July 27 and 18, 1967, respectively. 


Exhibit 71-F. Letter from Jefferies & Co. to 
Financial Institutions Management Co. Ltd., dated 
July 18, 1967. 


Exhibit 71-G. Letter from Jefferies & Co. to IIT 
Management Company (with enclosures), dated 
March 7, 1968. 


Exhibit 71-H. Letter from Jefferies & Co. to IIT 
Management Company (with enclosures), dated 
March 19, 1968, 


Exhibit 7l-I. Letter from Jefferies & Co., to IIT 
Management Company (with enclosures), dated 
May 3, 1968. 


Exhibit 72-A, Letter from IIT Management Company 
to Jefferies & Co., dated October 2, 1967. 


Exhibit 72-B. Letter from FOF Proprietary Funds 
Ltd. to Jefferies & Co., dated October 2, 1967. 


Exhibit 73-A through 73-F. Letters from Jefferies 
& Co. to IIT Management Company , dated October 3, 
24, November 21, December 11, 20, and 26, 1967. 
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Document 


No, Description 


185 Exhibit 74-A. Check payable to IPC drawn by Glore 
Forgan, Wm. R. Staats Inc., dated April 12, 1967. 


186 Exhibit 74-B. Letter from FOF Proprietary Funds 
Ltd. to Glore Forgan, Wm. R. Staats Inc., dated 
August 10, 1967. 


Exhibits 74-C through 74-H. Checks payable to IPC 
drawn by Glore Forgan, Wm. R. Staats Inc., dated 
August 16, September 13, December 8, 1967, May 17, 
July 11, and August 15, 1968. 


Exhibits 75-A through 75-L. Letter from Nancy L. 
Stuart to Securities & Exchange Commission, dated 
August 29, 1968; eleven accounting worksheets 
enclosed therewith. 


Exhibit 76-A. Document captioned "Distribution 
Ledger, Account #537." 


Exhibit 76-B. Document captioned "Distribution 
Ledger, Account #537.01." 


Exhibit 76-C. Document captioned "Distribution 
Ledger, Account #537.02." 


Exhibit 77-A. Document captioned "Distribution 
Ledger, Account #121.01" [for 1967]. 


Exhibit 77-B. Document captioned “Distribution 
Ledger, Account #121.01" [for 1968]. 


Exhibit 78. Document captioned “Across the 
President's Desk, A Periodic Report to the Exchange 
Community from G. Keith Funston," dated 

February 1, 1967. 3 


Exhibits 79-A and 79-B. Two-page document captioned 
“Schedule of Arthur Lipper Corporation Checks to 
Investors Planning Corporation." 


Exhibits 79-C through 79-K. Checks payable to IPC 
drawn by Arthur Lipper Corporation, bearing various 
dates in 1967 and 1968. 


Exhibit 80-A. Document captioned "Schedule of Give- 


Up Letters Transmitted to IPC by Arthur Lipper 
Corporation." 
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Exhibits 80-B through 80-EE. Thirty letters from 
Arthur Lipper Corporation to IPC bearing various 
dates in 1967 and 1968, 


Exhibits 81-A and 81-B, Letter from Arthur Lipper 
Corporation to IPC (with enclosure), dated 
August 28, 1968. 


Exhibit 82. Document captioned “ALC OTC Give-Ups 
to IFC.” 


Exhibit 83. Document captioned "Gross Commissions 
~ OTC Transactions, 10S Rebated Accounts ~ April 
1967 - August 1968," 


Exhibit 84. Document captioned "Reciprocal and 
Directed Income Received by Investors Planning 
Corporation from January 1, 1967 through December 31, 
1967. 


Exhibit 85. Document captioned "Reciprocal and 
Directed Income Received by Investors Planning 
Corporation from January 1 through August 31, 1968." 


Exhibits 86-A through 86-C. Letter from Irving J. 
Galpeer to Mr. Alan Mostoff (with enclosures), dated 
August 8, 1968. 


Exhibit 86-D, Letter from Clare Pipolo to Fund of 
America, dated August 8, 1968; check payable to 
Fund of America drawn by IPC, dated August 8, 1967; 
and memorandum from Max Gartner to Mr. Gil Loserdo, 
dated August 12, 1968, 


Exhibit 87. Worksheet captioned "1966 Cash Receipts 2522 
re, I 


Exhibit 88. Letter from John A. Dudley to Irving 2523- 
Galpeer, Esquire, dated August 6, 1965. 2524 


Exhibits 89-A and 89-B. Letter from Richard M. 2525- 
Phillips to the Honorable Warren E. Blair (with 2527 
enclosures), dated July 1, 1971. 


Exhibit 90. Complaint for Injunction in Securities 2928- 
and Exchange Commission v. 10S, Ltd. (8.4.7. ot 4... 2536 
Civil Action No. 69-3594 (S.D.N.Y., 1962); accompanied 

by an original certificate executed by the Clerk of the 
United States District Court for the Southern District 

of New York. 
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Document 


No. Description 


210 Exhibit 91, IOS sales brochure 


III, PLEADINGS, MOTIONS AND OTHER PAPERS 
FILED IN THE PROCEEDING 8/ 


Order for public proceedings and notice of hearing 
pursuant to Sections 15(b), 15A and 19(a)(3) of the 
Securities Exchange Act of 1934 In the Matter of 
Arthur Lipper Corporation and Arthur Lipper III, 
dated Septer 18, 1969. 


Letter from Orval L. DuBois to Arthur Lipper 
Corporation, dated September 18, 1969. 


Letter from Orval L. DuBois to Arthur Lipper III, 
dated September 18, 1968, 


Motion to withdraw order and dismiss proceedings and 
answer, dated October 7, 1969, 


Order designating hearing examiner, dated 
October 10, 1969. 


Answer in opposition to motion to withdraw order and 
dismiss proceedings, dated October 13, 1969. 


Request for hearing examiner to rule on motion to 
dismiss in favor of respondents, dated 
October 16, 1969, 


Memorandum in opposition to request for hearing 
examiner to rule on motion to dismiss, dated 
October 21, 1969, ' 


Order designating substitute hearing officer, dated 
November 14, 1969. 


Order denying motion to dismiss, dated November 21, 
1969. 


Request for hearing examiner to certify ruling for 
interlocutory review by Commission pursuant to 
Rule 12(a), dated November 26, 1969. 


Certificates of service, affidavits of mailing, transmittal letters, 
and other attachments accompanying various of the documents herein 


are included in the record and paginated, but have not been separatel 
described in this listing. { 
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Document 


No. Description 


Memorandum in opposition to request for hearing 
examiner to certify ruling for interlocutory 
review by Commission, dated December 1, 1969. 


Order denying request for certification of ruling, 
dated December 1, 1969, 


Application to Commission for review of hearing 
officer's denial of request for certification of 
ruling pursuant to Rule 12(a), dated December 8, 1969. 


Memorandum in opposition to application to Commission 
for review of hearings examiner's denial of request 
for certification of ruling, dated December 15, 1969. 


Order denying interlocutory reeview, dated 
January 22, 1970. 


Motion to consolidate proceedings and schedule 
hearing date, dated June 3, 1970. 


Opposition to motion to consolidate proceedings and 
favoring scheduling hearings, dated June 10, 1970. 


Telegram to Orval L. DuBois from Seymour Kleinman, 
dated June 10, 1970. 


Extension order, dated June 10, 1970, 


Letter from Robert M, Laprade to Allan F. Conwill, 
dated June 13, 1970; and same letter addressed to 
Seymour Kleinman, Esquire (enclosures omitted). 


Order [granting motion to consolidate proceedings], 
dated July 7, 1970. 


Letter from Richard M, Phillips to the Honorable 
Warren Blair, dated July 17, 1970. 


Order postponing hearing, dated July 17, 1970. 


Letter from Joseph B. Russell to Orval L. DuBois, 
dated August 13, 1970. 


Motion of the Division of Trading and Markets to 
postpone hearing date from September 14 to 
October 5, 1970, dated August 24, 1970. 


020 
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Reply of Arthur Lipper Corporation and Arthur 
Lipper III to motion of Division of Trading and 
Markets to postpone hearing from September 14 to 
October 5, 1970, dated August 31, 1970. 


Order denying postponement of hearing, dated 
September 1, 1970 


Response of the Division fo Trading and Markets 
to August 31, 1970, reply of Arthur Lipper 
Corporation and Arthur Lipper III, dated 
September 1, 1970. 


Notice of appearance [Sullivan & Worcester], dated 
September 1, 1970. 


Letter from Richard M. Phillips to the Honorable 
Warren E. Blair, dated September 19, 1970. 


Telegram from Seymour Kleinman to Warren E. Blair, 
cated September 11, 1970. 


Motion to postpone resumption of the hearing from 
October 5 to October 12, 1970, dated 
October 1, 1970. 


Order postponing resumption of hearing, dated 
October 2, 1970. 


Motion to postpone resumption of the hearing from 
October 12 to October 26, 1970, dated 
October 9, 1970. 


Order postponing resumption of hearing, dated 
October 9, 1970. 


Notice of appearance [Steptoe & Johnson], dated 
October 22, 1970. 


Motion for continuance, dated October 23, 1970. 


Order postponixg resumption of hearing, dated 
October 23, 1970. 


Notice of appearance [Beatrice M. Mattison], dated 
October 30, 1970. 


Memorandum from Warren E. Blair, Chief Hearing 
Examiner, to Records and Service Officer, listing 
certain public documents and files of which the 
hearing examiner took official notice, dated 
November 16, 1970. 


Document 
No, 
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Motion for extension of time to submit findings, 
conclusions, and brief from December 7 to 
December 14, 1970, dated December 4, 1970. 


Order granting extension, dated December 4, 1970. 


Motion to extent time for Division of Trading and 
Markets to file its findings of fact, conclusions 

of law and brief in support thereof from Deceiber 14 
to December 21, 1970, dated December 11, 1970. 


Order granting extension, dated December 11, 1970. 
Motion to extend time for Division of Trading and 


Markets to file its findings of fact, conclusions 
of law and brief in support thereof from December 21 


- to December 28, 1970, dated December 21, 1970. 


Order granting extension, dated December 21, 1970. 


Supplemental motion cv extend time for Division cf 
Trading and Markets to file its findings of fact, 
conclusions of law and brief in support thereof from 
December 21, 1970, to January 11, 1971, dated 
December 22, 1970. 


Motion to extend time for Division of Trading and 
Markets to file its findings of fact, conclusions 
of law and brief in support thereof from January 11 
to January 15, 1971, dated January 11, 1971, 


Order granting extension, dated January ll, 1971, 


Proposed findings of fact, conclusions of law and 
brief in support thereof as to Arthur Lipper 
Corporation and Arthur Lipper III (with exhibit), 
dated January 18, 1971. 


Explanation of filing and errata (with exhibit), 
dated January 25, 1971. 


Motion for extension of time to submit findings, 
conclusions, and brief from February 22 to March l, 
1971, dated February 17, 1971. 
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Order granting extension, dated February 19, 1971, 


Securities Exchange Act Release No. 9094, dated 
March 1, 1971 [Findings and order imposing remedial 
sanctions as to respondents Cornfeld, Cowett, Grant 
and Sutner]. 


Letter from John A, Dudley to Warren E. Blair, 
dated March 1, 1971, 


Proposed findings of fact and conclusions of law of 
respondents Arthur Lipper Corporation and Arthur 
Lipper III, dated March 1, 1971. ' 


Brief of respondents Arthur Lipper Corporation and 
Arthur Lipper III, dated March 1, 1971.,' 


Motion to reopen proceedings as to the captioned 
respondents [10S and IPC], dated March 10, 1971, 


Motion that the time for the Division of Trading and 
Markets to file its reply brief be extended from 
March 15 to March 22, 1971, dated March 125 1297 1, 
Order granting extension, dated March pps ean W720 
Order reopening hearing, dated March 18 L971. 
Motion that the time for the Division of Trading and 
Markets to file its repiy brief be extended from 
March 22 to April 5, 1971, dated March 22), 1971. 
Order granting extension, dated March 220971, 
Motion that the time for the Division of Trading and 


Markets to file its reply brief be extended from 
April 5 to May 5, 1971, dated March OL, 1971, 


. Order granting extension, dated April 2, 1971. 


Motion to postpone reopening of hearing as to 10S 
and Investors Planning Corporation ox America 
respondents from May 19 to June 7, 1971, dated 
April 73, 1971. 


Order postponing hearing, dated April 14, 1971. 


eee irae 
Document Page 
No. Description No. 
273 Brief of the Division of Trading and Markets in 3004- 
reply to brief of Arthur Lipper Corporation and 3042 


Arthur Lipper III, dated May 5, 1971. 

280 Response of the Division of Trading and Markets to 3043- 
request of the Lipper respondents for oral argument 3044 
before the Chief Hearing Officer, dated May 10, 1971. 

281 Order scheduling oral argument, dated May 10, 1971. 3045 


282 Motion to postpone oral argument at 1:30 PM from 3046 
May 24 to May 28, 1971, dated May 17, 1971. 


283 Order postponing oral argument, dated May 18, 1971. 3047 

284 Motion to postpone reopening of hearing from June 8 3048- ; 
to June 21, 1971, dated May 28, 1971. 3049 [ 
285 Order postponing hearing, dated June 1, 1971. 3050 | 
| 
286 Initial decision of hearing examiner [as to Lipper _a001- 
respondents], dated June 11, 1971. 3078 | 
| 
287 Petition for review, dated June 16, 1971. 3079- j 
3081 

288 Division of Trading and Markets: (1) response to the 3082- 


Lipper, et al., respondents’ petition to review filed 3085 
on June 17, 1971; and (2) petition to review sanctions 
imposed on the Lipper, et al., respondents, dated | 
June 25, 1971. 


289 Motion for withdrawal of approval of the Division's 3086- 
request of issuance of subpoenas, dated June 28, 1971. 3094 


290 Motion to quash subpoenas, dated June 30, 1971. 3095- 
: 3097 
291 Order granting review of initial decision, dated 3098- 
June 30, 1971. : 3099 
292 Response of Division of Trading and Markets to Arthur 3100- 
Lipper's June 30, 1971, motion to quash subpoena, 3102 


dated July 6, 1971. 


293 Response of the Division of Trading and Markets to 3103- 
June 28, 1971 motion of responsents I0S, Ltd. and IPC 3117 
for withdrawal of approval of the Division's request for 
issuance of subpoenas, dated July 6, 1971. 
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Response of the Division of Trading and Markets 
to Robert L. Vesco's motion to quash, dated 
July 6, 1971; 


Division of Trading and Markets’ request for 

an extension until October 4, 1971, for filing 
its brief in support of its petition for review, 
dated July 15, 1971. 


Motion for extension of time to file briefs, 
dated July 14, 1971. 


Letter from Robert M. Goolrick, to,Honorable 
Warren E. Blair (with enclosure), dated 
July 155 97k: 


Extension order, dated July 16, 1971. 


Order accepting letter for record, dated August 11, 
1971, with attached letter from Floyd E. Brandow, 
Jz... to Calvin A. Cobb, Jr., Esq. dated 

July (12 Wil97 1. 


Motion that the time for Division of Trading and 
Markets to file its proposed findings of fact, con- 
clusions of law and brief in support thereof be 
extended from August 23 to August 30, 1971, dated 
August 20, 1971. 


Order granting extension of time for filing docu- 
ments, dated August 23, 1971. 


Motion that the time for Division of Trading and 
Markets to file its proposed findings of fact, con~ 
clusions of law and brief in support thereof be 
extended from August 31 to September 3, 1971, dated 
August 30, 1971. 


Order granting extension, dated August 31, 1971. 


Proposed findings of fact, conclusions of law and 
brief in support thereof of the Division of Trading 
and Markets [in the matter of IOS Ltd. and IPC], 
dated August 30, 1971. 


Motion to extend time for filing of the Division's 
brief, dated September 16, 1971. 
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Extension order, dated September 24, 1971. 


Motion that the time for respondents, I0S Ltd. 

and Investors Planning Corporation of America to 
file their proposed findings of fact, conclusions 

of law and brief in support thereof be extended from 
October 22, 1971 to November 12, 1971, undated. 


Motion to extend time for filing of the Division's 
brief, dated October 15, 1971. 


Order granting extension, dated October 15, 1971. 
Brief of the petitioners Arthur Lipper Corporation 
and Arthur Lipper III, dated October 18, 1971. 


Brief of the Division of Trading and Markets in 
support of its petition that revocation of Arthur 
Lipper Corporation and barring of Arthur Lipper ITI 
are the sanctions warranted in these proceedings, 
dated October 22, 1971. 


Motion that the time for respondents, IOS Ltd. and 
Investors Planning Corporation of America to file 
their proposed findings of fact, conclusions of law 
and brief in support thereof be extended from 
November 12 to November 26, 1971, dated 

November 10, 1971. 


Extension order, dated November 17, 1971. 


Errata to Division's October 22, 1971, brief, dated 
November 18, 1971. 


Brief of Division of Trading and Markets in support 
of its petition that revocation of Arthur Lipper 
Corporation and barring of Arthur Lipper III are 
the sanctions warranted in these proceedings, dated 
October 22, 1971. 


Application to hearing examiner for (1) extension of 
the time for filing respondents’ proposed findings of 
fact, conclusions of law, and brief, and (2) waiver 
of the sixty page limitation for respondents’ brief, 
dated November 24, 1971. 


Brief of the Division of Trading and Markets in reply 
to brief of Arthur Lipper Corporation and Arthur 
Lipper III, dated November 24, 1971. 
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Reply brief of the petitioners Arthur Lipper 
Corporation and Arthur Lipper III, dated 
November 24, 1971. 


Order granting extension and permitting brief 
in excess of sixty pages, dated November 26, 1971. 


Motion for oral argument by petitioners Arthur 
Lipper Corporation and Arthur Lipper III, dated 
November 29, 1971. 


Proposed findings of fact, conclusions of law and 
brief in support thereof of the respondents 10S, 
Ltd. (S.A.) and Investors Planning Corporation of 
America, dated December 1, 1971. 


Division's response to the Lipper respondents’ 
motion for oral argument, dated December 3, 1971. 


Request of Division of Trading and Markets that 
the time for filing its reply brief be extended 
from December 20, 1971, to January 28, 1972, 
dated December 6, 1971. 


Order granting extension, dated December 8, 1971. 


Minute order {granting request for oral argument, 
but deferring the scheduling of such argument], 
dated January 13, 1972. 


Motion to reconsider order deferring scheduling 
oral argument, dated January 20, 1972. 


Response to Division of Trading and Markets in 
opposition to January 20, 1972 motion of Lipper 
respondents seeking to have Commission reconsider 
its January 13, 1972 ruling deferring oral argu- 
ment, dated January 25, 1972. 


Request of Division of Trading and Markets that the 
time for filing its reply brief he extended from 
January 28 to February 7, 1972, dated 

January 28, 1972. 


Order grauiing extension, dated January 28, 1972. 


Request of Division of Trading and Markets that the 
time for filing its reply brief be extended from 
February 7 to February 14, 1972, dated 

February 7, 1972. 


Document 
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Order grantind extension, dated February 7, 1972. 


Letter from Calvin H. Cobb to Warren E. Blair, 
dated February 7, 1972. 


Request of Division of Trading and Markets that 
the time for filing its reply brief be extended 
from February 14 to February 18, 1972, dated 
February 14, 1972. 


Order grantind extension, dated February 14, 1972. 


Request of Division of Trading and,Markets that the 
time for filing its reply brief be extended from 
February 18 to February 23, 1972, dated 

February 18, 1972. 


Order granting extension, dated February 18, 1972. 


Division's response to respondents’ February 7, 
1972 request for oral argument, dated 
February 25, 1972. 


Response of Division of Trading and Markets to the 
proposed findings of fact, conclusions of law and 
brief in support thereof of IOS and IPC, dated 
February 24, 1972. 


Order denying request for oral argument, dated 
March 1, 1972. 


Initial decision [In the matter of IOS, Ltd. (S.A.) 
and Investors Planning Corporation of America], 
dated March 14, 1972, 


Initial decision errata, dated March 16, 1972. 


Order denying reconsideration, dated March 12, 1972. 


Petition for review by Commission of initial 
decision, dated March 28, 1972. 


Response of Division of Trading and Markets to peti- 
tion of 10S and Investors Planning Corporation of 
America for review of the hearing examiner's initial 
decision, dated March 31, 1972. 


Reply of respondents to Division's request to omit 
further briefing, dated April 7, 1972. 
028 
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Document 
= No. . Description 


346 Order granting review of initial decision, 
dated April 10, 1972. 


347 Letter from Calvin H. Cobb to Ronald F. Hunt, 
dated April 14, 1972. 


348 Motion that the time for respondents I0S, Ltd. 
and Investors Planning Corporation of America to 
file their brief to the Commission be extended 
from May 12 to May 26,1972, dated May 10, 1972. 


Extension order, dated May 11, 1972. 


Supplemental brief of respondents 10S, Ltd. (S.A.) 
and Investors Planning Corporation of America, dated 
dated May 19, 1972. 


Response of the Division of Trading and Markets to 3830- 
the May 19, 1972 supplemental brief of the 10S et al. 3831 
respondents, dated June 20, 1972. 


Order scheduling oral argument, dated June 28, 1972. 3832 


Telegram from Allan F. Conwill to Ronald F. Hunt, 3833 
dated June 30, 1972. 


Order rescheduling oral argument, dated July 10, 1972. 3834 


Notice of withdrawal from registration as broker- 3835- 
-dealer Lof Arthur Lipper Corporation], dated 3840 
June 15, 1972, with attachments. 


Order accepting letter for record, dated August ll, 3841- 
1972, with attached letter from Floyd E. Brandow, Jr., 3842 
to Calvin H. Cobb, dated July 12, 1972. 


Order rescheduling oral argument, dated 3843 
August 21, 1972. 


Securities Exchange Act Release No. 11773 (October 24, 3844- 
1975) Lorder and opinion of the Commission in the 3872 
matters of Arthur Lipper Corporation, Arthur Lipper 

III, I0S Ltd. (S.A.), and Investors Planning Corporation 

of America]. 9/ 


9/ Document No. 358, which is part of the Commission's file in the adminis- 
trative proceeding herein, is one of the orders of which petitioners are 
seeking review. 
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Description 


Motion for extension of time within which to 
petition for rehearing by the Commission, dated 
November 7, 1975 [by Arthur Lipper III and 
Arthur Lipper Corporation]. 


Petition for rehearing, dated November 24, 1975. 


Motion for extension of time within which to file 
opposition to petition for rehearing by the 
Commission, dated November 26, 1975. 


Extension order, dated December 2', 1975. 


Brief of the Division of Enforcement in opposition 
to petition for rehearing, dated December 11, 1975. 


Securities Exchange Act Release No. 11980 
(January 6, 1976) [memorandum opinion and order 
denying petition for rehearing]. 10/ 


IV. PLEADINGS, MOTIONS, AND OTHER PAPERS FILED IN 
THE MATTER OF IOS, LTD. (S.A.), ET AL., ADMINIS- 
TRATIVE PROCEEDING FILE NO. $-2157, PRIOR TO ITS 
CONSOLIDATION WITH IN THE MATTER OF ARTHUR LIPPER 
AND ARTHUR LIPPER III, ADMINISTRATIVE PROCEEDING 
FILE NO. 3-2156. 


Order for public proceedings and notice of hearing 
pursuant to Section 15(b) and 15A of the Securities 
Exchange Act of 1934 In the Matter of 10S Ltd. (S.A.), 
Bernard Cornfeld, Edward Cowett, Investors Planning 
Corporation of America, Raymond Grant, and Robert F. 
Sutner, dated September 18, 1969. 


Six letters from Orval L. DuBdéis transmitting copies 
of the order instituting proceedings In the Matter of 
IOS Ltd., et al., to each of the six respondents 
named therein, 


Letter from Robert J. Haft to Orval DuBois dated 
October 8, 1969. 


LL NN Cs sen 


10/ Document No. 364, which is a part of the Commission's file in the 
administrative proceeding herein, is one of the orders of which 
petitioners are seeking review. 
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Document 
No. 


368 


369 


370- 


ee 


Description 


Extension order, dated October 10, 1969. 


Answer of respondents, dated October 17, 1969. 


Motion to consolidate proceedings and schedule 
hearing date, dated June 3, 1970. 


Opposition to motion to consolidate proceedings 
and favoring scheduling of hearing date, dated 
June 10, 1970, 


Telegram from Seymour Kleinman to Orval L. BuBois, 
dated June 10, 1970. 


Extension order, dated June 10, 1970. 


Letter from Robert M. Laprade to Seymour Kleinman, 
dated June 13, 1970; and same letter to Allan F. 
Conwill. 


Opposition to motion to consolidate proceedings, 
dated June 23, 1970. 


Letter from Irving J. Galpeer to Securities and 
Exchange Commission, dated June 23, 1970. 


Division of Trading and Markets reply to respondents' 
June 10, and June 23, 1970 responses opposing the 
Division June 3, 1970 motion to consolidate hearings, 
dated June 26, 1970. 


Letter from Seymour Kleinman to Securities and 
Exchange Commission, dated July 2, 1970. 


Notice of appearance Lof Richard M. Phillips and 
Harlan L. Weiss], dated July 6, 1970. 


Order [granting motion to consolidate proceedings], 
dated July 9, 1970. 


Notice of appearance [of Richard M. Phillips and 
Harlan L. Weiss], dated July 28, 1970. 


Notice of appearance [of Beatrice M. Mattison], dated 
October 30, 1970, 


see SR Ny 


For the Commission (pursuant to delegated authority). 11/ 


DATED: April 22, 1976 


/s/ 


George A. Fitzsimmons 
Secretary 


See 17 C.F.R. 200.30-7(a) (6). 
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- Carney-cross 246 
for Fund of America? 

A Yes, 

Q Now, inns testified that you had, during the months 
of May and June and Jely of 1969, found other more profitabl 
wayS of using the over the counter brekerage comaissions 
that your firm was able to genorate. 


r 


Wowld you tell us why that other businecs vas more 
profitabie? 

A Well, on executions, it cmild ba exchanged & 

a better ratio in that zr would Pernaps pay 40 or 45 Par cont 
for the business. 

And further to this, I was using it to buy some 
give-up chacks which, of courses, more profitable. 

» fhe overall concept in the firm was to balance 

off axccutions; in other Words, whero we could execute 
for more funds cach month in the hopes that wa would 
develop a tlock Placersnt business. . 

So that it was of price importance to our firm 
to got further introductions to other mutual funds. 

Q Now, in Grant's Exhibits Cand D, you advised mr. 
Grant that it was the practice of Eertz, Newmark to charg:, 
without Ceviation, a stock eachange ccommission on all ova: 
the cornter transactions; is that correct? 


A That's correct, 


Q What was your impression of the practica in the 


033 


| 
] 
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Carney-cross ee 
industry, at that time, with respect to cha-ges on over 


the countor transactions by exchange menbers? 
A That was the general, accepted practice. 

HEARING EXAMINER BLAIR: What was that? 

THE WITHESS: Charging New York Stock iechanee 
minimum commissions on over the counter transactions. 

MR. PHILLIPS: I have no further questions. 

HEARING EXAMINSR BLAIR: Mr. Dudley? 

MR. DUDLEY: No questions. 

MR. LA PRADE: May I have a minute consultation 
with my co-counsel before I go ahead? 

HEARING EXAMINER BLAIR: Yes. 

However, befors that I would like a little ferthor 
clarification with rospsct to this ratio. 

Do I understand that the ratio foe O™ reciprecal 
business aa & matter of negotiation? 


THE WITISESS: Yes. 


BEARING EXANTUER BLAIR: And what ranges cxist as 


@ customary practica? _- 
THE WITNESS: Well, for the smallor oresrs, threa, 
four hundred shares, you might reciprocate to the extent of 


30, 35 or 40 por cent. 
For tho large blocks, you wonld be reciprocatiny 
in the 40 to 50 per cont Trango. The reason the blockvas 


more attractive, is that it gavo you an opportunity to 


034 
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LExcerpts from the testimony of Richard Roberts] 


Q Yes. 
Do you know Mr. Cowett? 
A Yes, quite well. 
Q Did you have any discussions with Mr. Cowett 
concerning this transaction? 


HEARING EXAMINER BLAIR: "This transaction" 


ooo lllleSSSaeaeamaE=EeEeEeESeeee ae 


wr ae tee wv — 
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; being? 
F MR. ANTHONY: The Anchor Corporation eesnsan~ 
, | tion. 
. | HEARING EXAMINER RLAIR: All right. 
| A I recall thai discussed the price with him. 


Yes, we negotiated the price and whether the limit would 


- 
i 
—— 


be raised or lowered, yes. 


a Q And did you discuss the mission? 
} 
i. A No. 
mi 
ma Our firm, as a rule, to the best of my knowl- 


.) @dge, in fact, never negotiates over the counter comis- 
. §8ions, We charge standard New York Stock Exchange commis- 


sion on over-the-counter trades. es 
\ 


r Q With reference to this give-up, how did that 
ss come about? 
» a A I received a letter one day. Therefore, I was 


1 | @Obligated to act upon it. 


“m4 Q Why were you obligated? 
' 035 


" A Well, at the time customers' 


directed give-ups 


SS A ae I Be eae 


416 
were legal. As you know, the law has been changed subse- 


quently. 


To the best of my knowledge, if a customer told 


you to give up on your commissions, you did so. 

Q Did -- 

A My firm also obviously took the same attitude 
because no questions were asked. 


‘ Based upon this letter, we gave up on the com- 


mission. 
Q It was voluntary? 
A That we gave up? 
Q Yes, 
A No, we didn't give commissions away voluntarily. 


We received a letter of instructim. 


Q This was -- 


HEARING EXAMINER BLAIR: Well, what is of inter- 


est to this hearing is whether you are testifying that it 


was a matter of practice for you and your firm during the 


time period in which Division's Exhbit 24 was received, to, 


™~e 


without qwstion, follow a customer's direction without having 


any previous knowledge of a customer's directed give-up? 
THE WITNESS: I can only spesk for the branch. 


HEARING EXAMINER BLAIR: Yes. 


THE WITNESS: If we were instructed to give up, 
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spond directly to the question. 
THE WITWESS: 1 am. 
BEARING EXAMINER BLAIR 
r2ad.) 


EXAMILER BLAIR: 


BY Tir. LA Pak MNT. 


a ivlantine 


Q And vould you tell us who owned these 


A The sharcs were owned by TOr Frep 


Insw what connection Mr. Linpe 


: 


eS re . Sea 
of that entity 


ty. 
ny official position in that 


I don't recall whether he was an officer or 


Do you know if 


' - Bae 
n't reeall spetifically. 


“56 


rhe p 


Me, LA PRADE: We heave the files. Mr. Anthony 


will bring them up. Then I will oct 


@ with re- 
erect to Financial Tsvectors Grexth, which shows thet 


it for a short period of ‘tine 


ee ee 


EXAHLNER BLSIE iy Che recocd, 


ere ne ae 


instituted an edministrative proccecing 


A En February of 1966, 


s7~ yes, February 


TR. LA PRADE: At thi. ime, £ would ack the 


of 


Hearing Examiner to take official notice of three Commis 


4 
; 
i 
: 
i 


sion files beerine 


o 


the numbers 83.) -1368 


Peers 


are the otner’ £21: 


neial Inatitutions Crowth 
¢ 


IR. RLEINUAN: Cmthe record be corrected, 


to enow, tir. 


eee reer enews se. SRS © ees. 


Investors Growth 
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Commission? 
MR, i KLEINMAN: Once again, your Honor, I 
have to rise to the same objection. 
HEARING EXAMINER BLAIR: Sustained. 
Let's get into what Mr. Cowett did or said af<er 
the order was issued. 
MR. LA PRADE: All right. Fine. 
BY MR. LA PRADE: 

Q “" Now, in 1966, late 1966, did you have any 
discussions with Mr. Lipper concerning Mr. Lipper setting 
up his own brokerage firm? 

In 1966? 

Right. 

I don't believe so. 

How about in 1967? 

Yes. 

And when did those take place? 

In probably Pelesny ot March of 1967. 

Now, with whom did you have these discussions’ 


Mr. Lipper. 


A 
Q 
A 
Q 
A 
Q 
A 
Q 
4 
Q 


And what was the substance of these discussiors? 


> 


Well, as contemplated, the settlement order 
would necessitate a rather radical series of departures ir. 
the way in which brokerage had been handled-- over the way 


Ove 
in which brokerage had been handled in the past. J 
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The placement of orders required a rather arti- 
ficial but exact series of procedures to be followed. And 
to follow those procedures, a rather elaborate communica 
tions network was involved. 

I spoke to Mr. Lipper about the possibility of 
Zuckerman, Smith establishing such a network. Mr. Lipper 
reported to me in Fenn that the other partners of 
Zuckerman Smith were not in favor of putting in the capitel 
expenditures and commitments of both time and money that 
would be required to do this but that he himself would be 
willing to do so on behalf of a new member firm that he 
might establish. 

“And that was the substance of the conversatior 5. 

Now, did you -- 

HEARING EXAMINER BLAIR: I don't understand what 
the substance was with respect to what you were reque sting, 
to be set up. 

You mentioned a system of some kind. 


“=e 


Would you explain in some detail what you tolc. 


THE WITNESS: In the settlement negotiations -- 


HEARING EXAMINER RLAIR: Well, tell me what you 


told him. 1 just want the conversation. 


THE WITNESS: 1 have to tell it the way I heve 


HEARING EXAMINER BLAIR: All right. 
THE WITNESS: In the settlement negotiations, 
the key factor would be that I0S would not employ jurisdic- 


tional weans in the United States directly and would not 


itself engage in activities that were subject to the juris- 


diction of the Commissbn. 
Now, we had therefore worked out a -- 


HEARING EXAMINER BLAIR: I understand you had 


But what I want to know is -- 


THE WITNESS: Well, this is what I explained 


MEARING EXAMINER BLAIR: Well, tell me what 
you told him. 

THE WITNESS: I am telling it to you as I was 
telling it to him. 

HEARING EXAMINER BLAIR: Your understanding is 
what you told Mr. Lipper at the tire? i 

THE WITNESS: Yes, 

HEARING EXAMINTR BLAIR: All right. 

THE WITNESS: Now, in connection with the place- 
ment of orders, we have to have a system where all of the 
speed and efficiency involved in the pre-settlement direct 
placement is not interfered with, and yet the jurisdictional 


means for placing orders are taken outside of the United 


Fy 
\ ‘ ‘ a} 
eS : 


States. 
What we had worked out in rather elaborate series 


of specific agreements with the Commission's staff, was 


2 


a method whereby an independent, non-affiliated entity 


outside of the United States would, on our behalf, place 
an order with a New York Stock Exchange member firm located 
outside of the United States. * 

That order would be, in effect, transmitted 
into the United States through a telephonic and open line 
telex set-up to the New York office of that member firm 
where it would be executed or in turn passed on to ake 
member which was going to execute, with the report of the 
execution then going from either the executing member 
firm to the New York office of the firm with the overseas 
office as well, or from the New YYrk office of the firm 
with the overseas as well as if it were the cxecuting 
broker. 

That would in turn pass back to the European. 
office of the member firm, which would in turn pass that 
to the non-affiliated,independent entity which wuld in 
turn pass it back to Genev3. 

All of this took no more than about 90 seconds. 


And this was the system thut was required. 


HEARING EXAMINER BLAIR: And this is the system 


04 B 
that you explained t Mr. Lipper W4S requimd? 


os 
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THE WITNESS: That I asked him to help design. 
HEARING EXAMINERBLAIR: Very well. 
Go ahead. 
BY MR. LA PRADE: 
Q Now, did he relate to you why Zuckerman, Smith 
was not interested in furnishing that service? 
A Yes, he did. 
And what did he tell — 
A He said thet with “— exception of himself, 
all of the partners of Zuckerman, Smith were at a point 


in their careers and age that they did not want to reajl 


* He said that they were not interested in open- 
ing offices in Europe and they were not interested in making 
capital expenditures that could run well into the six fig- 
ures and maybe close to the 7 figures. 

Q Did Mr. Lipper indicate to you whether he was 
capable of furnishing that service? 

A He indicated that he would form @ member firn, 
that the member firm would have overseas offices as well 


as a New York office and that he would work with our then 
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counel, Mr. Haft, to develop the exact procedures that would 


satisfy what seomed to be the pending outcome of the nezo- 


tiations with the Commisson. : O44 


Q Now, did you-- strike that, 


4 
y 
expand their business beyond what it was at present, 
i 
| 
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Well, what assurance did you give Mr. Lipper 
which induced him to form his broker-dealer firm? 

HEARING EXAMINER BLAIR: What, if any. 

MR. LA PRADE: Right: What, if any. 

A Mr. Lipper was assured by me that there would 
be enough business coming from IOS generated sources to 
cover the kind of investment that was being entailed. 

Q Now, did you convey this assurance to Mr.Lipper? . 

A Yes. 

Q Now, were you required-- well, strike that. 

Did Mr. Lipper, in formulating or setting up 
his brokerage business, seek your aid in obtair .ag capital? 

A No. 

Q Did there come a time in 1967 when Mr. Lipper 
sought your aid in obtaining additional capital for his 
brokerage firm? 

A In October or November of 1967, Mr. Lipper re- 


quested that IOS guarantee an indebtedness that his brother 


of subordinated capital to his firm. 
Q To whose firm? 


Arthur Lipper Corporation. 


es | 
would assum2, waich guarantee would make policy the supplying | 


HEARING EXAMINER PLAIR: Was thet request made 


O4S 
THE WITNESS: Yes. 
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Q Now, did Mr. Lipper explain to you why he needed 
this additional capital? 

A Yes, in general terms. 

Q Can you relate what he told you with respect 
to this? 

A There was ea problem of maintenance of minimum 
capital reauirements, that thet problem arose partly be- 
cause of the fail situation generally that existed in the 


street and partly because of the expansion of his businese 


SS... LL eae 


and that, therefore, he needed another half-million dollars 
or so of subordinated capital just to be on a comple tely 
safe besis for net capital purvoses. 

Q And did IOS guarantee the loan? 

A IOS gave 4 guarantee to Guinness; Mahon Com- 
pany, which is a British merchant bank, and that British 


merchant bank-- that guarantee waon an indebtedness as- 


PS Ty TY 


sumed in a loan from Guinness, Mahon to Michael Lipper, 


a brother of Arthur Lipper , IIL. 


Q Now, what relationship does the Guinness, Maho. 
nen of London have “ the I0S complex? 
A Guinness, Mahon at that time was a sub advisor 
_ or investment edvisor in respect of monies managed in the 
sterling area. 
Specifically, Guinness;. Mahon managed about 


$12 million at that time, waich was invested in ster ling 


% 
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securities by the Fund of Sterling, Ltd. and other Sterling 


entities. 


Also, Guinness, Mahon had the beginnings of 


a very small amount of money invudved in that. 


We generally had a close working relationship with 


a proprietary fund account to invest in the United States, 
| 


Guinness, Mahon which flowed from this investment advisor7 


relationship. 
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Q Do you know how Ir. Lipper came to select 
the Guiness, Mahon bern? 

A No, I don't knew. 

Q Now, did there come a timewher the amount of 
the loan wos increased? 

A Yes. 

It was increased from either half a miilion ‘to 

& million or there wee a separate om nut on for a half a 
miliion. But the tote1 indebtedness that was gsvaranteced had 
developed to an indebtedness of a million doliars. 


Q And this miiiion collars was guaranteed by 


* Yes. 
And this was in 1967? 
A Well, the miliion dollar increase from a halt’ 
million doiiars was in '68, T believe, 


Q I see. 


In what part of '68, do you rememher? The 


~e 


early part or the late nart? 
A I have no recollecticn. 
Q Are you familiar with the mamner in which IOs --]: 
I mean, Arthur Lipper Corporation furnishes -- well, strike 
that, 
Are you familiar with the commmications network fo> O48 


executing transactions on behaif of IOS affiliated funds 
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which is currently -- or, which was in use in 1966 and '67? 


A Yes, sir, 

Q Now, with respect to the Fund of Mmds 
proprietary funds sub-advisors who were located in the United 
States, can you tell us how their orders were transmitted 
or were executed? 

A Well, they didn't give orders. 

HEARING EXAMINER BLAIR: It appears that 

we're going into a new area at some iength. 


We wili have a ten-minute recess at 


this point. 
(Short recess taken at 4:00 o'clock p.m.) | 


Would you repeat the last question, 


please? 
(Record read.) 


BY MR. LA PRADE: 
Q In those instances where the FOF prop, funds -- 
where the sub-advisors to the FOP prop. funds were located i 


: the United States, how would transactions -- how could they 


HEARING EXAMINER BLAIR: Back on the 7 
_ 


execute transactions in the Anericer securities markets? 


A They didn't execute transactions in the — 


securities markets. 
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Q Weil, how were transactions executed on the 
American securities markets on behaif of these funds? 

A The sub-advisors merely made suggestions. 
Their suggestions were transmitted through the communications 
network to London and Dominion. 

Q How did they get to London & Deminion from “he 
United States? 

A Generally over the Arthur Lipper lines. 

A sub-advisor would recommend the purchase of, 
jet us say, a thousand shares of U. S. Stee1. He would 
recommend that by either calling that recommendation into 
Lipper and asking that it be transmitted to Europe or teiexing 
it into Lipper and asking that it be transmitted to Europe. 

Lipper vould then transmit it to his office 
in Lendon, Frum his office in London it wouid be transmitted 
to London & Dominion Trust Company, which occupicd the 
adjacent office. 

London & Dominion Trust Company would then 
transmit thatsuggestion to IOS offices in Geneva. The 108 
officer on duty in Geneva that day to clear or reject 
Suggestions, would either approve it or disapprove it, relayin 
that approval or disapprovai back to London & Dominion. 

If it was an approval, London & Dominion would 
then give the order to Lkpper. Lipper would then give the 


order from London to New York. If it were to be executed by 


pont ag ii 
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475 
rthur Lipper Corporation, it would then be executed in 


ipper-New York with a report back to London and then back 
cugh to Geneva, or it would be passed on to the other 
ember firm that was to do the execution. 
Q In those instances where the order was to be 
massed Govm to the other member firm to do the execution, 
mio wouid receive confirmations from that other firm evi- 
encing that the transaction had been compieted? 
A Well, the confirmations themseitves were sent 
D London & Dominion Trust Company and then forwarded by them 
> IOS in Geneva. 
A carbon copy or a notation as to every execu- 
Lon was done. It was sent over at the end of each day to 
hur iecpes Corporation for its records in cennection with 
e ministerial pricing of the funds invoived. 
Q Well, what ministerial records did Arthur 


mpper perform for the IOS affiliated funds at that time, ir, 


After the settiement? 
Right. 
MR. KLEINMAN: Would you clarify that? 
MR. LA PRADE: The ministeriai functicns. 
HR, KLEINMAN: Ail right. | 
A Memo record keeping Sad opiedos of American 


rtions of portfolios; aiso, through Arthur Lipper Corporation,! 
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instructions were delivered to the Bank of New York, which 
was the custodian of securities for the various funds, as to 
the delivery in or delivery out against paymmt. 

Q What do you mean by "pricing"? 

A Weil, a fund has to have a net asset vaiue 
every day as the basis for either the rrdemption of existing 
shares or the issuance and saie of new shares, 

The pricing each day is arrived at by -- is for 
the purpose of determining the net asset vaiue per share, 
» + And in order to determine that, you have to price out by 


extending the numbers of shares of each security you have 


gives you the value for that position in the portfolio each 


t 
times the price ciosing of that security on the market, which 


| day. . 
| You ‘add a11 of these positions up, subtracting 
whatever obligations are outstanding, because there are 

| purchases and sales each day, and you come to a net position, 

| the net vaiue of position in securities each day. 


| 
| 
| 
| 
| Then that information would be transmitted to 


i 


’ 


Geneva, and it would be cused as the basis for the net asset 


vetue caiculation, which could oniy bedetermined after putting; 


t 


jan the cash assets of the Fund, which were heid in Europe and 
| 

}controiied in Europe. 

| 

| Q Now, in 1967 and 1963, was any other American 

| 

! 


broker-dealer furnishing pricing functions for she IOS Funds? 
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A Overall pricing functions, no, certain member 
firms were assisting in the priciig of particular proprietary 
accounts which may have been completely handied on executions 
with that member firm. 

Otherwise let's say Aigper Fund, which was a 
proprietary fund account, might have ali of its executions 
handied through the firm of Jdsup & LaMont. Jesup & LaMont 
would be doing a pricing for Alger and passing it on to 
Lipper. 

it would be passed through Lipper, though? 

Yes. 

And Lipper was the centrai ciearing house? 

Because Lipper maintained, as part of his 
commmication system, what is calied a Fax machine. 

A Fax machine is a device whereby over en open 
telephone line you tramsnit an image, like a Xerox repro- 
duction. | 

Since the prime records of each of these funds 
were maintained in Geneva, they had to have = the accounting 
department in Genefa each morning a compicte record of the 
transactions of the day and the caiculations of? the day so 
that they could be verified and then appropriate entries could 
| be made, | 


Over the Fax machine maintained in the Lipper 


| Office each day was a chronic link of all tredes for all of the 


| 
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various funds, 


Q Now, with respect to those FOF proprietary 
funds where the sub-advisors resided outside the United 
States, were the orders -- couid the Fund sub-advisors piace 


orders directly into the United States or did they have to 


G0 through Lipper? 
A They had to go through London & Dominion 


because the location of @ sub-advisor, whether in or out of 
the United States, did ‘not affect the obligations that we 
had imposed upon us under the settlement agreement; namely, 
to avoid jurisdictional contact with the United States. 

So, therefore, regardiess of where the sub- 
advisor rere aii instances the order for sicieatickien came 
through London & Dominion... 

Q Now, in 1967, were a11 orders executed on 
behalf of the Ios affiliated funds placed -- or executed in 
America placed through Arthur Lipper Corporation? 

A No, not ail. ps 

Q Was there any reason for that? 
Depending upon the proprietary fumd or the funi 
itseif end the broker Selected, so other brokers had established 
; at least elements of the communications Netivork, which made 1e- 
Sort to Lipper unnecessary, 


For example, Jesup & Laliont had an open telephcne | 094 


line between New York and certain sub-advisors who were 
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situated in the Bahamas. 
HEARING EXAMINER BLAIR: Mr. Cowett, 
we're under a time limitation, in so far as your presence. 


is concerned. 


THE WITNESS: Yes, sir. \ 
HEARING EXAMINER BLAIR: Again, I = 
| 


you to answer directly. 

Don't try to justify the answer, uniess 
there is a question asked by counsel following your wipes 
tion. 

THE WITNESS: Ail right. 

HEARING EXAMINER BLATR: Go ahead. 


BY MR. LA PRADE: 
Q Now, do you know, in 1967, what portion of 
Lipper's ~- Arthur Lipper Corporation's business was derived 
from IOS? 
A No. mh 
Q Do you know what portion of the I0S business was 
executed through Lipper Corporation? 
A In approximate. terms. 
Q Well, would you give me those approximate terns? 
A Approximate 40 percent. 
Q 


Lo 055 
40 percent of the IOS business? 


Yes. 
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I see, 
Now, can you tell us the volume of the IOS 
business doliarwise in 1967? 

A What do you mean by "volume"? 

Q Weil, you said 40 percent of the voiume sali 
executions, of affiliated fumds executions were executed 
through usoper Corporation! is that correct? 

A Yes, 

HEARING EXAMINER BLAIR: Did you agree 
with what he said? 

THE WITNESS: Yes. 

HEARING EXAMINER BLAIR: Ail right. 


BY FR, LA PRADE: 

Q Now, can you tell us what the totai voiume was 
that you were relating this 40 percent to? 

A Weil, I woud have to do it in terms of 
brokerage cormissions. 

Q Right. 

A It varied from month to month depending upon the 
activity in the accounts in each month, 

My estimate of the high of activity in any 


particular month was approximately two million doliacs of 


commission volume and would be a low of about $850,000 


commission voiume. 
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And 40 percent of that would have been -- 


Yes. 


Okay. 
HEARING EXAMINER BLAIR: Would have been 


| 


' 
THE WITNESS: Lipper commissions, yes, \ 


| 


HEARING EXAMINER BLAIR: I see. 
BY MR, LA PRADE: 

Q Newt, what types of facilities were in operation 
in 1967 between Arthur Lipper Corporation and IOS, other than 
the facsimte¢ 

A There was an open telephone iine betveen -- 
not open; direct telephone line between the Lipper switch- 
board in Geneva and the Lipper switchboard in New York, 

, that was tied through the Lipper switchboerd into the I0S 
switchbcard in Geneva. : 

Q What was that line used for?_ 

A Primarily during market trading hours for 

| contact with sub-advisors in the United States and contact by 


. i the IOS Geneva-based portfolio advisors with various peopie | 


| in the securities business in the United States, to get quotes, 


to ask for research ideas and things of that nature. 


There was alsu a direct telephone line from 


| 


| 
482 | 
Lipper-New York to Lipper-London, and another line from | 
Lipper-London to Lipper-Geneva, so that in effect there wa3 
& line to Geneva throvgh London. ‘ 
It could be used London-Geneva simultaneously 
—_— 


There were several telex lines to London, 


through London, to Geneva, from Geneva to a littie French 


| 
with being used London-New York. 


town called Ferney Voitaire, which is just over the border in 
France from Geneva where I0S investment fund accounting war 
located. 

The facsimiie equipment worked over these 
telephone lines and the telex lines worked independentiy of the 
phone lines. 

Q Did you maintain such elaborate cormunciations 
with any other brokers during this period, in 1967 <a 1968? 

A No, not into Geneva. 

2 Well, did you maintain any direct lines with any 
other brokers in the United States during that period? 

A We had an office in the Bahamas which had th2 
Similar setup frem New York and another brokerage fimn,. 


There were quite a few brokers that imaintained open telex 


anes to ana from Geneva or London. 
| 


| 


this Bahamian , -- 


Q I see, 


Now, what was the name of the firm you mainteineda 


s 


Se sp & LaMont. 
ZI see, 
Now, with respect to IIT and Internationai 
Investment Trus, how are orders executed on behaif of that. 
organization? 
HEARING EXAMINER BLAIR: How were thy? 
MR, LA PRADE: Yes, in 1967. * 
A In acute the same bain. with the xcep%ion 
that 1t should be noted that IIT was and is traditionally 


run from Geneva, so that instead of having to pass a} 


portfolio managers were in Geneva and there was no sub- 
advisor structure. 
Q And those orders that were executed through 


Lipper Corporation were transmitted through the London & 


A To London through London & Dominion Trust 
Company to Lipper. 
Q Ail right. 
Now, with respect to the Regent Fund, how were 
those transactions executed? 


A The function of London & Dominion Trust Company 


| 
recommendations for approval or rejection from Geneva, the 
| 
| 
| 
| 


| 
Dominion Trust Compary setup? ; 
| 
in those days was fuifilied from Canada by J. H. Crang & | 


Company, which a venetian member firm on the Canadian Exchange. 053 


And the portfolio manager for Regent Fund wa3 a 


484 
direct employee of the IOS organization, so it was a simizar 


situation to IIT. 
He wouid pass his orders on to J. H. Crang end 
J. H. Crang fulfilled the London & Dominion roie but toon 
Canada. 
HEARING EXAMINER BLAIR: The manager 
Was physically present in Canada? 
THE WITNESS: Yes. 


BY MR, LA PRADE: 

Q Ment in 1967, did IOS have any arrangements 
with Arthur Lipper Corporation where Arthur Lipper Corporation 
would pay expenses occurred by IOS personaily coming to the 
United States? 

& No. 

' How about in 1968? 
No, 
How about in 19692 
No. 
Now, on occasion in 1967 -- strike that. 


Did you on occasion in 1967 come to the United 


Yes. 


j 
And what hoteis would you stay at while in New 
60 
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} 

| 

| 

LoS | 

A Well, I asked, I think in the course of conversations | 
} 
{ 


— 


it developed as a suggestion that I had, namely, thet IPC 
prepare a listing of the business which it had done for various 
funds in Selling shares over the years, recent past. 
When that listing had been prepared and we looked at 
it -- it took a few months to do -- then I suggested to Mr. 
Grant that he might go to see the various funds involved. 
There was just about every fund in the industry which 
Some saies had been generated. I wanted him to see whether 
it was possibie, on a retroactive basis, to pick up some 
reciprocal business where it had not been picked up in the 
years past, 
Q Disa you have any discussions with Mr. Sutner along 
this line? 
A Mr. Sutner was present curing some of these eis, 
It was agreed that certain funds that he parciculariy | 
was close to by reason of past personal relationship with | 
individuais, he would contact @S opposed to it, Grant. 


Mr. Silver, I believe, was to contact one or two, as 


Generally, the probien was ieft in the hands of Mr, 
- Silver and Mr. Grant particuloriy, to develop the mochenics 
23 that wouid conform to what was proper and yet at the same 
| time mechanics that were workable. ” 


! 
j 
| 


Q Now, did Mr. Siiver take any part in these 


1 || conversations? 
2 A Oh, yes. 
Q And do you recali what he said during these 
conversations? 


A With respect to what? 


Q With respect to obtaining reciprocal business, 


A - Mr. Siiver was very much a part of the team, 
and the team was concerned with trying to realize on a 
corporate asset which had not been realized on in the past, 

What he Specifically said as Opposed to whai: 
Mr. Grant said or what I said, I just can't te11 you. Ite 
too far in the distant past, 

Q ° Did he point out Generali any areas where ycy 
might run into trouble in attempting to obtain reciprocal 
business? 

A Well, lr. Stiver had come recentaly to the SEc' | 
and was one of the aclnowledged experts, I believe, in the 
legal profession, 


~ 


HEARING EXAMINER BLAIR: Did he point 
out anything to you, i, Cowett? 
THE WITNESS: He only ohad suggestion: 
as to how it couid be accomplished, 
HEARING EXAMINER BLAIR: Very weii. 


a J62 


“OT 


‘ 


Q Now, in these discussion with Mr. Silver, it. 
Grant and Mr, Sutner, was any attention paid to doing 
business on regional exchanges? 
A This was something that I particulariy suggested 
aS a recognized and easy way of getting reciprocal benef:ts,. 
But we went beyond that. I forget who originally 
Suggested it, but very early in the discussions we decided 
it was appropric:e that IPC join the Pacific Coast Excharge. 
A subsidiary of IPC, calied Regency Securities 
Corporation, was organized and application for its member- 
ship on the Pacific Coast Exchange was filed, and was 
approved. It was posted for final approval process of th:3 
members the very day that Exhibit 36 became public and the 
Pacific Coast Stock Exchange requested that the application 


be withdrawn, 


(Continued next page.) 
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BY MR, LA PRADE: 
Q Now, in 1966, did you have any discussion with 


anyone at IPC concerning the direction of Fund of America 
commission business on a reciprocating basis? 

A Yes, 

Q And with whom -- strike that. 


When did that take place? 


one, where I discussed with Mr. Grant or Ir. Galpeer and 
Mr. Siiver establishing the kind of Situation: where IPC 
would be .° a position to Get some benefit from the 
brokerege generated by Fund of Anerica, 

Q Did you have any method in mind at the time? 


A Well, there were severai instances, not just | 


A Weli, the application on the Pacific Coast Ssock! 
Exchange was particularly patterned after the Waddell @é | 


Reed experience, and that was to be the chief pattern, 


Q Now, during these discussions did Mr. Siiver | 
have any observations to make ? tie 

A Me. Silver was very much for the application 
On the Pacific Coast Stock Exchange. sh he and Mr. Grant | 
indicated that after checking with Mr. Gaipeer, whatever 
was done would have to be aiso Clarified in the Fund of 


America prospectus, and so I discussed this further with 9 L 
q ‘ . 


Mr. Gailpeer. 


He feit that the Fung 


bd 
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shouid make it clear that IPC wouid directly or indirectiy 
get some benefit potentially out of Fund of America trans- 
actions and that perhaps this aiso ought to be disclosed: 
in a proxy statement. 

We therefore had to wait until the prospectus 
could be amended and the proxy statement could be issued. 
Q - Now, you stated that IPC -- it shouid be 
disciosed in a prospectus that IPC was Boing to get some 
benefit from these transactions? 


Yes. 


Yes, sir, 


e 


A 
Q Yes? 
A 
Q 


Had you ever seen -- strike that. 
Well, was the prospectus amended? 
A I understand the prospectus was echt 
Q Were you ever shown a copy of the amended 
prospectus? 
A I hve seen it, yes, sir, q 
Q Aud do you fee1 that the amendment that is 
contained in the 1967 prospectus adequately sets forth tha; 
IPC is going to get some benefit? 
MR. PHILLIPS: Igbsectton. 
MR, KLEINMAN: We rise to object a6 
5 


uniformaliy, 


LA PRADE: On what Grounds? 
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MR, KUEINMAN: As to what Mr. Cowett 's 
feeising are as to what tne prospectus reveals. 

HEARING EXAMINER BLAIR: What relevancy 
does that have, lr. LaPrade, what fir. Cowell believes about 
the prospectus? 

MR. LA PRADE: Well, because Mr. Coviett 
at the time was a director of IPC.-- 

HEARING EXAMINER BLAIR: Oh, I under- 
stand he would be concerned in an abstract way, but “where 
is the relevancy to the issue charged here? 

MR. KLETIIAN: I'm aimost tempted, your 
Honor, to make a seif-serving statenent, which would be a 
marve ious gieganeuie 

UR, LEVIN: I think fundamentaily it's 
objectionable as to the form of the auesticn. I think Mr. 
La Prade can find a wey of stating the question properiy. 

HEARING EXAMINER BLAIR: lr, LaPrade, 
the question IT have asked you is to Give_me the relevancy 
. of the answer to the question you propounded and to which 
objection has been raised. 

MR. LA PRADE: I think it goes to lir, 
Cowett's involvmont In the vroceedincs, in that at the ¢ine 
| he was a director of IPC he was also cifiliated with Ics, 


HEARING EXAMINER BLAIR: Well, if that's 


i what you're concerned with, perhaps you can as}: 
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reading it if he did anything to have it further amended? 


MR. LA PRADE: All right. 

HEARING EXAMINER BLAIR: Ask that 
question and withdraw the other and we can proceed, 

MR. LA PRADE: I withdraw the previous 
queséon, 

HEARING EXAMINER BLAIR: Very weli. 

After reading the amended prospectus, 
Gid you then take any steps to have it further amended? 

THE WITNESS: No. 


BY MR. LA PRADE: 
Q : ‘re you able to identify the Fund of America 
prospectus? 
A 
MR. LA PRADE: Mey I have the April ist, 
1967 prospectus of Fund of America marked for identjf:.. stacy 
as Division's Exhibit 38. a 
(So marked for identification.) 
MR. LA PRADE: I would like to have she 
Fund of America prospectus for Aprii ist, 1968 marked es 
Division's Exhibit 39 for identification, 


(So marked for identification. ) 


HEARING EXAMINER BLAIR: Which pages ave _| 


would we be referring to? 
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MR. LA PRADE: The pages which show the 


amendments. 
In the '67 prospectus, the pages are -. 
may we go off the record, your Honor? 
HEARING EXAMINER BLAIR: Yes. 
Off the record, 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: Back on the 


record, 


BY MR. LA PRADE: 
Q Have you looked at the -- have you seen this 
ehepektds paheee 
A Yes, I have, 
HEARING EXAMINER BLAIR: Which one? 
MR. LA PRADE: Exhibit 3c. 
A Yes. 
Q Now, have you read the portion on page 3 
. Telating to brokerage, which States -"orders may “— be 
placed with brokers who " -- 
A Over here (indicating)? 
Q Yes. 
I would have Mr. Cowett read into the record 


that language which relates to the statement relating to the 


amendment that he was discus3in- joy 


< 


J68 


the prospectus? 
MR. 
MR. 
IR. 
MR. 
MR. 
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PHILLIPS: Can 1 have the date o: 


LA PRADE: It's an exhibit. 
PHILLIPS: ‘The date, piease. 
LA PRADE: April, '67. 
PHILLIPS: April '67? 


LA PRADE: Rigt. 


THE WITNESS: It appears under the 


heading "Brokerage" on 


The 


page 3 of Exhibit 38. 


language is 2s foilovs : 


"Brokerage may also be so allocated as 


the request of deaiers, inciuding the principal distribuzor, 


who offer fund shares. " 


By MR. LA PRADE: 


Q Yes, thank you. 


Now, had you read this in 1967? 


I saw the prospectus in both draft and final 


And did you feel that that disciosure was ede- 


1 
i 
| 
. 
MR. KLEINEAN: I object. 
MR. LEVIN: I object. 
HEARING EXAMINER BLAIR: Sustained. 
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BY MR. LA PRADE: 


Q Did you feel that disclosure adequately -- or, 
that that statement adequatciy disclosed that benefits - 
were being returned to IPC? 

MR. KLEDAN: There's an objection 
again, your Honor. 
| You know, I'm tempted to let the answer 
in. 
HEARING EXAMINER SLAIR: Either object 


MR, KLEINMAN: Yes, as to fora, 
HEARING EXAMINER BLATR: Sustained. 
MR, LA PRADE: Form? 

MR, KLEINMAN: Yes, 

HEARING EXAMINER BLAIR: Go ahead, ltr. 


Laprade,. 


BY MR. LA PRADE: ~. 
Q Well, in what manner, in 1966 and 1967, were 
you suggesting that IPC benefit from reciprocal business? 
HEARING EXAMINER BLAIR: Suggesting pee 
MR. KELINIAN: To whom? 
BR, LA PRADE: To the IPC persons that 
he's been testifying about. | 
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exchange as other mutuai fund organizations did, then IFC 
would be able to receive ..either give-up for transacticns 
executed on these exchanges or to establish a facility for 
direct executions on such exchanges. 

Q Now, in what -- 

A Tat was the Pacific Coast Stock Exchange. 

Q A1i right. 

A And this would have been a pattern of Waddell 
& Reed or IDS or other organizations that joined. 

A second method was on being abie to get 
give-up from regionai stock exchange business, trensactions 
with other firms, which IPC could not do at thatpoint, ia 
the opiniol of its counsei, witil the prospectus had bee. 
amended, - 

A third would be give-up on over-the-counter 
business transacted with other peopie or a variety of those 
three methods. 

Now, I -- 

MR. PHILLIPS: ae ereny 

He's answered the question. 

HEARTIC EXAMDNER BLAIR: If you've 
finished being responsive, then stop. 

He Wis ces: \ic11,.1 ras gest fo 


add one more point to it. 


And that was, the crucial thing, as fcr 
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Yes, sir. 


ene 


Q How were these transmitted to you? 


emer ntie 


A Either they were addressed directly to me or they 


— 


were copies of letters addressed by Jefferies & Co. to peruens | 


other than me but sent to me because they were in conformity 


with my instructions, 

Q. Now, in 1967, after the creation of the Arthur 
Lipper firm sometime in March of 1967, did you ever direct 
Mr. Lipper to give up to IPC on over-the-counter transacticns 
executed on behalf of the FOF Prop. Funds or TIT or the 
Regents Fund? 

A Yes, sir. 

Q Now, what arranzement did you have with Mr. Lipper 
in 1967 concerning these give-ups? 

A What arrancement? 

Q Did you have any érrangement with Mr. Lipper in 
1967 with respect to his giving up a portion of the commission 
earned on executing transections directed by you? 

A I understocd that Mr, Lipper, “or Arthur Lipper 
Corporation was consistent with the rules sind regulations 
of the various regional exchanges, and the NASD, and would 
Sive up in the some fashion that any other broker we were 
doing business with would give up; generally to a 50 or 60 
Per cent percentage limitation. 


Q Did you have any discussions with anyone at 
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Arthur Lipper Corporation concerning this arrangement? 
A This was altays understood, sir. I didn’t have 


to explain it or describe it. 


Q Well, how did -- wag Lipper -- did you communic te | 


with Mz. Lipper prior to your placing these -- your first 
orders? 
A No. I don't believe so. 
Q You just placed the orders, directing him to give 
up a portion of his commission? 
A Correct, sir. 
Did Mr. Lipper question this procedure in any Way <- 
No, sir, 
(Continuing) -- at the time? 
No, sir. 


(Continued on next page.) 
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Q Now, do you know what conmission Mr. Lipper was 
charging the Fund of Funds, or Region -- Fund of Funds, 
Proprietary Fund, Region Fund or IIT, for executing trens- 


? 


actions in the over-the-counter market, on behalf of these 
funds? 
A Minimum New York Stock Exchange commission rates. 


Q Did you ever discuss with him the possibility 
of his reducing that commission? 


HEARING EXAMINER BLAIR: You mean Lipper? 


Yes. 


There came a time when we had such a discussion. 


When did that time come? 


I’don't recall whether it was late '67 or in '68, 


| 
i 
| 
| 


but Mr. Lipper on his own initiative discussed the possibility | 


your testimony he was charging me full New York Stock Exchange | 


| 1 
commission? | | 
| 


of being able to charge less than the minimum Stock Exchange 


i 

. 
be 
a 


commission rates, and advised me that he and or Mr. Comvell, 


as his counsel, were presently reviewing this possibility 
and trying to clear it with the New York Stock Exchange. 


Q Now, in the early part of 1967, however, it’s 


Deir ta sane t «<6 eae ee 


Te aite- i: amaliea ncaa Laie al 
' ee. ° . . 
. : : = 


as - 
cee en ene + a eee te eeepc 


A We didn't begin business until April ‘67. 
Q April of '67? 
A Yes. 
Q 


And this continued through the summer of '67? 
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A Yes. 


Q Could it sonnitdy have continued through the end 
of 1967? 
A The practice of charging full New York Stock Ex- 
change commission rates continued well beyond that. 
Q It continued in 1968? 
Because the New York Stock Exchange said no. 
Okay. 
So, it was in being at all times? 


A - Up until comparatively recently. 


erent eet 


Q Now, at times would it be possible for the seme 
broker to be executing both sides of trades, directed by you 
on behalf ofthe Fund of Funds, or IIT, or the Regent Fund? 

A You mean handling both the buy and sell side? 

Right. 


| 
| 
| 
{ 
{ 
' 


| 


Q 
A It's always possible, in any trade. 
Q Right. 


And it happened during that time? 
A I'm sure it did. ~s 
Q Now, in those occasions when it happened, was 
there any discussion as to a reduction in the comission, 


when this involved over-the-countex executions? 


. 
cntlltin  Snienillen ull aR “caret en: tee 


HEARING EXAMINER BLAIR: Discussion with whom? 
MR. LA PRADE: . With any broker. 


HEARING EXAMINER BLAIR: By whom? o77 


ee Se 
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MR. LA PRADE: Between Mr. Cowett, or anyone 


| 

| 

| 

connected with I0S, with the executing broker. | 
A I never got involved in a discussion on an in- | 


dividual trade basis with any broker on any commission subj 2ct.' 
Q You just placed the orders? 
A I never placed a specific order. 


HEARING EXAMINER BLAIR: Was there any discussion 


or in effect, the question of what would happen if that 


rticular broker /crmed on both sides of the transactio:1? 
pa 


on a general basis with a broker, in which, in substance, | 
| 
| 


THE WITNESS: There may have been, but I do not 


recall being a party to any such discussion. 
BY MR, LA PRADE: | 
Q Now, in 1968, did there come a time when you | 
directed Lipper Corporaticn to transmit large sums of money | 
I?C? Well, did you direct Arthur Lipper Company to pay to 
IPC large sums of money? 
MR. KLEZIMAN: We'll need further definition anc! 
clarification of the question. | 
HEARING EXAMINER BLAIR: Yes. 
You mean those menies that were owing by Lipper 
0 IOS or just out of the clear blue or -- | 
MR. LA PRADZ: Just a general question. | 
HEARING EXAMINER BLAIR: To lend them moncy or -- | 978 


IR, LA PRADE: Did he ever direct them to turn 


eee pe 
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over any money. Then we can get into the arrangement later. 
HEARING EXAMINER BLAIR: Did you ever -- on tha: 
baste question -- what do you mean by large sum of money? 
THE WEINESS: That's my question. 
MR. LA PRADE: $300,000. $350,000. 
THE WITNESS: Yes. 
MR. LA PRADE: Can I have’ marked for identifi- 
Division's Exhibit 41, an August 14, 1968 letter, 
to Arthur Lipper Corporation? 
(Whereupon, the above-described | 
document was marked Division's Ex- | 
hibit 41 for identification, as o: 
this date.) 
MR. LA PRADE: I'11 show the letter to opposing 
counsel, 
% MR. LA PRADE: 
Q Now, do you have any recollection of having <- 9f 
' that letter, the origin of the letter? ~. | 
A I recail having written this letter, yes. 
Q What was your purpose in writing this letter? 
A Well, I had given continuing instructions to 
‘Scthur Lipper Corporation, to pay over to IPC, on a regular 
monthly or periodic basis, 50 per cent of any amounts avail- 
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able for give-ups, by reason of over-the-counter trades. 


i 
| 
| 
| 
| 
! 


At 3pproximately this aD Dr Osi 


this time, we were just about ready to -- 

MR. KLEINMAN: Your Honor, can I rise to a poin>? 
This decument has not yet been admitted in evidence, and 
questions are being asked and testimony given to it. 

is it the intention of the Division to introduce 

it in evidence? 

MR. LA PRADE: Yes. I'll offer it in evidence. 

MR. KLEINMAN: There's some objection to it. 

HEARING EXAMINER BLAIR: Questions can be asked 
about a letter, without it necessarily being in evidence. 

The information concerning the circumstances 
under which it was written, certainly would be appropriate. 

MR. KLEINMAN: I appreciate that, your Honor. The 
question was for identificatien, did he know the letter. Now 
we are getting into the purpose of the letter and the back- 
ground of the letter. 

HEARING EXAMINER BLAIR: It doesn’t have to be 
admitted immediately before questions can be asked about it. 

Counsel all have copies,and you are familiar with 
the contents ef it. 

When we get to that point, why, we cen consider 
the offering of it. But it's appropriate to ask these 
questions. 


Overruled. 


| 
| 
| 
| 
| 
| 
| 
: 
| 


| 
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document be excluded from evidence, we will have a record 
replete with testimony concerning it, notwithstanding the 
exclusion. 

HEARING EXAMINER BLAIR: With respect to the pure : 
pose of the letter, there is no problem regardless of 
whether a proper foundation or otherwise might not be established. 
Nonetheless, the purpose of a particular letter would certainl 
'‘ be relevant. 
Overruled, Mr. Kleinman. 
' Mr. Dudley? 

MR. DUDLEY: My objection to this document being, 

offered in evidence, and to the line of inquiry, relates to 
the fact that the pleadings in this action which the -- the 
. order for proceedings stem -- go from a period of July 10, 
1967 to August 5, 1968, and this letter, as you will note, 
is dated August 14, which is after the date of the pleadings. 


» 


I think that in order to limit the proceedings 


t 


/ 

‘ they brought the prpceedings, I don't see that we should 
extend, in effect, amend the pleadings at thie time, or go 
into other matters. 


HEARING EXAMINER BLAIR: I don‘t consider the 


i 


| 
| 
‘within the framework of which the Commission intended when | 


Plcadings amended in any manner, shape or form, Mr. Dudley. 983 


However, I think you are well aware, as I am, that conduct 


$ 
iter an event may heave probative bearing upon events prece¢ ing. 


sae eee 
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In this particular case, if conduct of a con- 
tinuing nature is established, it would have some indication 
that -- that during the time in question, that same status 
existed. 

Overruled. 

Read the last question, please. 

(Whereupon, at this time a portion of the recoid 

was read back by the reporter.) 


MR. LA PRADE: I would like to clarify the record. 


| 
| 
| 
| 


a2 order referred during the period frem on or about July 10th, 
i357, to on or about August 5, 1968. And it deesn't say 
specifically to August 5th. It says on or about. So I doz't 
feel that we are bound to a cut-off date of August Sth. 

HEARING EXAMINER BLAIR: If you fail to establish 
the conduct between those rrecific times, I suggest that ycu 
may consider the need for amending the order. However, I 
have overruled the previous objection. Wiil you continue with 
your answer now, to the question, Mr. Cowett? 

A (Continuing) At about this ‘ii we either had 
concluded a contrect, or were about to consummate a contract, 
which called for a closing as of September 30th, I believe. 

And under that contrect, our Limeraet in in- 
vestors Planning Corporation, the 16S interest in investors 


Planning Corporation, tas to be disposed of. 


is oe ei es 
Le @) 
ia) 


There were certain representations in that contract, 
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as to what would be the working capital, and or net capital. 
work of IPC, as of the date of closing, and it was for thie 


purpose that I was interested in sceing the payments speci- 


| 


fied in the letter paid over to IFC, on or before September 30, 

1968. | ; 
HEARING EXAMINER BLAIR: Are you saying that tke | 

$300,000 referred to in the letter, represented a debt that 


was owing by Arthur Lipper, as of August 14th? 


THE WITNESS: No, it wasn't a debt, your Honor. 
There were give-up payments being made regularly into IPC by 
Arthur Lipper Corporation and other brokers. 

HEARING EXAMINER BLAIR: Yes. 

THE WITNESS: In order that we not have any 
question, though, that IPC's financial position as of the 
date of closing might not comply with the representations of 
the contract, I was interested in building into IPC, as 
quickly as possible, the cé.h necessary to assure me, as 
the seller of, Neston met all ‘ie contract provisions. 

Also, the contract specifically provided, as I 
recall it, that after the date of September 30, 1968, there 
would be no more I0S directed give-up, into IPC. 


So this was like an anticipation of amounts thas 
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would be otherwise received. 


HEARING EXAMINER BLAIR: What contract provisions 
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69 por cent, on 
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leso, ecleulated, 


(Coctinucd on fou:6 Pos 


“~yY Im. LA PRADE: 


Q On a retroactive basis, would nean that on 


transactions that ha 


1d been executed prior to fivgust 5, 


A Yes, it would have cow to a 60 percent 


MR. LA PRADE: will offer Division's 


Unhibit 41 in evidence. 
SING EXALTINER BLAZR 
MR. DUDLEY: 
which I recoreed, and 
HEARING CNAMINER BI:iAl 
clear now, that the Division Exh hibit has 
to the previous conduct. 
Any other objection? 


There boing none 


admitted in evidence. 


so” 
EVLGNCES « 


; BY MR. LA PRADE: 

Q Did there ever come a time when the give-ups on 

, over-the-counter transactions directed by you through Arthur 

' Lipper Corporation to IPC, on behalf of portfolio neeieumnians 
executed by Fund Of Funds, Regent Fund or IIT, terminated? 

A Yes, sir. 

Q When did that point in time take place? 

A I don't recall the speci fic date. It was, I 
think, early in 1969. 

Q Can you tell us; did you terminate these arranve- 
; ments on your own? 

A A method was finally worked ont, whereby without 
incurring the wrath of the New York Stock Exchange, Arthur 
Lipper Corporation held itself out, not only to the I0S 
generated funds, but to its other customers, as executing, or 
being able to, or willing to execute over-the-counter 
transactions for a total commission of 6 cents share, whica 
was well below New York Stock Exchange minimum commissions. 

Q Now, how did you learn that the New York Stock 


Exchange had approved of this? 


A Well, I don't think they have approved of it yet. 


Q I see. 
. 088 
Who informed you that it was permissible? 
A I knew of -- I knew that discussions were going 


on with the Stock Exchange over a protracted period, to txy 
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and evolve something like this. 
The Stock Exchange, I was advised by Mr. Lipper 
| and Mr. Conwell, was not kindly disposed to the idea, but 
: 
finally, at some point in '68 or early "69, conceded that 
if the New York Stock Exchange member firm, namely Lipper, 
| were executing the transactions, a charge sufficient to 
| cover their expenses in the execution, that they would be per= 
mitted to do so. 
| The Stock Exchange, I understand, is still con- 
| testing what the expenses of this are, and meanwhile, the 
| Lipper Corporation is charging 6 cents a share. 


| Q Now, with respect to your earlier testimony tha: 


you advised Arthur Lipper Corporation to turn over ~- to direct 


| any other brokers at that time, concerning the remission of 
sums of money to Arthur Lipper Corporation? 
MR. KLEINMAN: Sums of money to Arthur Lipper? 
HEARING EXAMINER BLAIR: You mean over and above 


™~e 


| the usual give~-up? 


' 
{ 
$350,000 in monies to IPC, did you have any commimications with | 


MR. LA PRADE: No, just to turn over sums of 
| money. 

HEARING EXAMINER BLAIR: Well, let's be more 
Specific, Canyou direct his attention to any area? one 


MR. LA PRADE: All right. 


page | have marked for identification, as Exhibit 


tk * 
MR. LA PRADE: Okay. 
BY MR. LA PRADE: 
Q Were you overruled by anyone with respect to 
your position that the Funds should be placed in an impress 
account? | 
A I don't think it was a question of being over- 
ruled. 
A determination was made by the people respons:ible 
for IPC management. I was not responsible for IPC management. | 
I was merely in the capacity of a stockholder 
wishing to sell his interest in IPC. So, I never had any 
official status to have a decision to be overruled. 
Q Do you know who in IPC directed that the money 
should be paid over? 
A I presume it was a collective determination. 
HEARING EXAMINER BLAIR: Do you know? 
THE WITNESS: No, 
HEARING EXAMINER BLAIR: All right. 
BY MR. LA PRADE: its 
Q Now, with respect to the over-the-counter trans- 
actions -- I will withdraw that question. 
Was any benefit derived by the FGF Prop. Fund 


or IIT or the Regent Fund from thése give-ups which were 


directed by you with respect to the portfolio transactions‘ 


030 


A None. 
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Q Now, did you ever disclose to the Board of 
Directors of the Fund of Funds that you were engaged in this: 


| 
| 
a ee 
conduct of giving up commissions on over-the-counter trans- 

| 
actions? 


A Yes. 


| 


' 


Q And who were the members of the Board of Directors | 
of Fund of Funds at that time? 

A What specific date? 

Q In 1967? 

A in 1967? 

Q Yes. 

A From within the Ics Group, the directors were 


tir. Cornfeld, myself, Mr. Buhl, B-u-h-1, and from outside 


they were Mr. Comell, Wilson Wyatt, Eric Scott, Pierre 


Q Now, where did these discussions take place? 

A In directors’ me2tings. 

Q In directors' meotings? 

A Yes. 

Q And were any questions raised at that time by 
any of the directors with respect to that course of conduct? 


A No. 


Q Did Mr. Conwell ever mal:e any statemsants conccrn- 


| 
| 
| 
| 
| 
| 
Kenftay, and I believe in the latter part of '67 Pat Brown. | 
| 
} 
| 


ing this mode of operation? 09] 


A Mr. Conwell explained that in his opinion this 


594 
mode of operation was appropriate, since he did not know of 


any legal way the Fund could get any benefit from these 
comnissions. 

Q Did Mr. Comell Imov at the time that you were - 
directing Arthur Lipper Corporation to give up 50 per cent 
of the commission to IPC? 

On over-the-counter? 

Yes, on over-the-counter transactions. 
Yes. 

And he expressed no concern with that? 
No, sir. 

Q Did Mr. Comvell at the time know IPC's relation- 
ship with Fund of America? 

A Yes, sir. 

Q And how would he have known that? 

A Mr. Comyell represented I0S on a varicty of 
matters; was very much involved in the settlement -- weil, 
in the proceeding between -- involving 10S brought by the 
SEC and finally settled in May of 1967; was.aware of the 
entire corporate structure of IOS and its subsidiaries, and 
IPC was a subsidiary. 

Q Now, do you know whether or not in 1967 the 
shareholders of Fund of Funds were ever apprised of the fact 


that Fund of Funds propriety, the Prop. Funds, were given 


092 


up 50 per cent of their commission on over-the-counter 


595 
transactions executed throuch Arthur Lipper Corporation? 


A Not specifically advised, sir. 
Q De you Imow if they have ever been advised? 
A They have never been specifically advised, 

There has been a general generic statement in 
the FOF prospectus and in the FCT reports which could encon- 
pass this, but not specifically. 

MR. LA PRADE: Mr. Blair, I'd like to have marked 
for identification, three prospectuses of Fund of Funds, 
one dated -- as Exhibit 43-A a Prospectus of the Fund of Funds} 
for March Ist, 1966. 

(Whereupon, the abovo-referred to 
document was received and duly 
marked by the reporter as Division's] 
Exhibit 43-A for identification, 

as of this date.) 

MR. LA PRADE: I would also have the reporter mark: 
és Exhibit 43-B the Furd of Funds prospectus dated June Ist, 
1967. ~ 

(Whereupon, the above-referred to 
document was received and duly 
mariied by the reccrtcr as Divisioa's 
Exhibit 43-B for identification, 


v 


MR. LA PRADE: And would you mark as Exhibit 43-C 


: 
of as of this date.) 093} 
| 
| 


5S€ 
the FOF prospectus dated May 4th, 1968. 


(Whereupon, the above-referred to 


document was received and duly 


cs resaaeineatinine etn: detdieteemaee a 


marked by the reporter as Divisicn's | 
Exhibit 43-C for identification, 
&s of this date.) 
HEARING EXAMINER BLAIR: Do you have a question? 
MR. LA PRADE: Yes, 
BY MR. LA PRADE: 
Q Now, Mr. Cowett, could you look through Exhibits 
43-A, B and C and tell us where in each of those exhibits 
the generas disclosure is mede? 


HEARING EXAMINER BLAIR: Mr. LaPrade, I don't 


can expedite it. 

What is it you want him to do? Identify these 
88 prospectuses? 

MR. LA PRADE: Yes. 

HEARING EXAMINER BLAIR: Can you identify those 
23 prospectuses? 

TEE WITNESS: Yes, sir. 


HEARING EXAMINER BLAIR: Very well. 


| 
| 
| 
want to spend minutes looking over this whole thing if we 
| 
| 
! 


MR. LA PRADE: At this point I would offer then 


in evidence. 


HEARING EXAMINER BLAIR: Any objection?. 03k 


YR. KLETIMIAN: No objection. 
MR. DUDLEY: No objection. 
HEARING EXAMINER BLAIR: Division's Exhibits 
43-A, B and C are admitted in evidence. 
(Whereupon, the documents previorsly 


marked for identification purposes 


as Division's Exhibits 43-A, B and C : 


were received in evidence.) 


HEARING EXAMINER BLAIR: What's your next question?! 


BY MR. LA PRADE: 

Q In respect to your previous testimony, where in 
those exhibits is the goncral disclosure of the fact that 
the FOF Proprietary Funds were given up a portion of their 


over-the-counter commissions to IFC? 


A I make reference to -~ for example, Footnote No. 1 


on Page 24 of Exhibit 43-C, the last sentence. it’s a 
generic -- there ere similar footrotes in annual reports and 
Prospectuses, financial reports startins with arewnd 1957. 
I don't belicove they wore in pricr years? 

Q They would be the same as the disclosure in this 
footnote? 

A The same purport, 

Q As on Page 24? 

Yes. 


MR. LEVIN: What note on Page 23? 


| 
! 
| 
| 
| 
| 
| 
| 
i 
i 
| 
7 
i 
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THE WITNESS: 24, Note 1, the last sentence. 
MR. LEVIN: I see. Thank you. 
A (Continuing) And there is a generic reference 


2 


in here some place. It's a. long prospectus, and if I had 


the time I'd be able to find it. | 
MR, KLEINMAN: Would it expedite matters if I 
: 


refer you to Page 21? 
MR. LA PRADE: Of which exhibit? 
MR. KLEINMAN: 43-A. 
HEARING EXAMINER BLAIR: Page 21, you say? 
THE WITNESS: 43-A. 
MR, LA PRADE: Right. Page 21. 
THE WITNESS: Here it is. Next to the last -- no. 
MR. KLED@AN: The second full paragraph. 
THE WITHESS: The third full paragraph. The third | 
full paragraph. 
BY MR. LA PRADE: 
Q Read that. 
| A Purchases, sales or exchanges of securities for 
the Fund's portfolio are normally handled by Investors Over- 
seas Services as the investment dealer of record, and I0S 
shares in customary comiissions, if any, relevant to such 
transactions. 
Q That's in Exhibit 237. 096 
A 43-A. 


43-A? 
Right. 


Q The prior references that you were talking about 


was in Exhibit 43-C? 

A That was a footnote to a financial statement. 

Q Page 18? 

A I imagine you will find -- 

MR. KLED@IAN: For the record it's repeated in 
each of the exhibits. In 43-B it's on Page 21. 

MR. LEVIN: Pase 22 of 43-C. 

THE WITNESS: Thank: you. That's correct, the top 
paragraph. 
BY MR. LA PRADE: 

Q Now, in 1967, other than the testimony you have 
given here today, was iCS advancing any other monies to IPC -- 
well, were they lending money to IPC? 

A Yes. 

Q And could you tell sie how these arrangeronts were 
werked out? - 

A IPC in the last four months of '65 and the entire 
of '66 had lost an egaregate of about $709,000, ard from tize 
to time because of such losses which were continuing into 1:9$7 i 
it wos necessary for ICS to make a subordinated lending te | 
IM, and a series of subordinated loans were put on. 997 


Q And that started in 1966? 
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"66, yes, sir. 

And did it continue in 1967? 
Yes, it did. 

Did it continue in 1968? 

A I believe in 1968 the process was reversed in 
the sense that monies began to come back to I0S on the sub- 
ordinated lendings. 

Q And when did this reversal take place? Do you 
recall? } 

A Towards the latter part of 1967 the profit cywing 
in IPC wes quite dramatic. It lost money, a very substantial 
emount, in the first three months of ‘67 and started in the 
second quarter making some money, and at that point it was 
possible to reverse the subordinated lending process. 

Q Now, when I0S was advancing monies to IPC, would -- 
how were these monics transmitted to IPC? 

A Either through check or direct wire transfer, 
end the two banks that would kave been involved would be ej.ther 
the Bank of New Yorl:, which was the bank of the main ICS 
accounts in the United States or Overseas eisinianbin Benk, 
which was the I0S cwned bank in Geneva, Switzerland. 

Q That's the same Overscas Development Bank that 
you testified earlier thet you had directed “Jablonski and 
Jefferies to remit monies to? 


A I didn't testify earlier on that. 


601 
Q Well, I think the letters that in introduced in 
. evidence, your directions were to pay monies to the Overseas 
Development Bank? 
A No. 
Q What was your instructions? 
Those letters weren't there. 
When you changed the manner -- strike that. 
When you changed your instructions to Jablonski 
and Jefferies, -- did there come a time when you changed 
your instructions to Jefferies and Jablonski as to where they 
"" should remit their -- 
| B Yes, 
Q Whén did that time occur? 
A I believe late in '67 or in '68; I can’t be sure 
- of she exact date. 
Q Now, did you give them instructions to ‘iia 
=cnies to the Overseas Development Bank, at this ‘time? 
A I gave them instructions to remit mories to -- t3 
Phillip Dubrer, care of the Overseas Develoment Bank, 
Q What was Mr. Dubrer's relationship with IOS? 
A Mr. Dubrer was the manager of Overseas Developme it 
_ bank, and the person in whose neme foreign stock exchange 


=cnber seats had been held, 


| 
j 


Q Did I0S have any control over those funds that 093, 


‘ere being remitted to Mr. Dubrer? . 


A Yes, : 602 


Q and IOS directed that monies could be paid out of 


Well, I'll withdraw the question. 
When monies were remitted to Mr. Dubrer by Mr. 


Jefferies or Mr, Jablonski, what did Mr. Dubrer do with thes2 


' 


monies ? 

A Put. neti a@ segregated account, which was then ta‘cen 
in as an asset of Investors Bank, Luxenburgn or Orbis Bank, 
‘Germany, which were the two banks for which Mr. Dubrer held, 


ais nominee, the memberships on the respective exchanges, 


h : 
Q What relationship did the Orbis Bank have to 


Orbis Bank is a wholly owned subsidiary of IOS 


i 
: ‘Financial Planning -- Financial Holdings, Ltd., which is, in 


' turn, a wholly owned subsidiary of IOS. 


Q | How about the other bank? 
Same thing. 


Now, were these loans ever repaid by IPC? 


They were repaid? 


A 
Q 
4, Yes, they were, 
Q 
A 


Over the course of 1957 and 1968, and I believe 
‘here was a relatively small subordinated borrowing still in 
Cxistence at the time when Equity Funding Corporation of | 0 


America took over, and they would have been paid off after | 


that period. 603 


Q During the period from May of '67 through the 
“end of 1968, were you continually -- was IOS continually in 
negotiations, attempting to divest themselves of IPC? 
Yes, 
Did you play any role in any of these negotiations? 
In most of the negotiations, I was the principal 
negotiator. 
Q Can you give us the name of the firms with whom 
you were negotiating at that time? 
is A Well, they were myriad, sir. 


Perhaps I can give you the names of the firms with 


wnich we concluded agreements which were aborted. 


Q All right, fine. If there's not too many of them. 


' A The first agreement was with Keystone, in Boston, 


the Keystone Company that manages the Keystone Fund. 


$ 
. ] When did this agreement come? 


t 


A Summer of 1967. 


' 


i The next agreement was with -- that was the fall 


. 
“ae 


‘1967, and finally aborted in November, I believe, 1967. 
t 
‘ Then we entered into an agreement with King 
Ources Company, and we signed acontract. That aborted in 


spring of 1968. 


. Then we signed a contract with Vought Technical 


ration, in the summer of 1968, and that aborted in car 
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r of 1968, 
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604, 
Then we signed a contract with Equity Funding 


Corporation of America in the fall of 1968, and that closed 
as of year-end 1968. 

Q Now, during these negotiations that you had 
with these four that you just named, these four firms that 
you just named, were any representations made concerning 
whether or not -- were any assurances, not representations, 
given to any cf these persons, as to whether or not 10S 
would continue to direct monies to IPC? 

MR. LEVIN: I object. I think the witness 
already testified there was a specific statement to the coa- 
trary in the agreement. 

HEARING EXAMINER BLAIR: He may say it again. 

A There were no assurances given. 

Q Were there any discussions along these Lines? 

A Yes. Any person sophisticated enough to be 
considering the expenditure of several millions of dollars 
to buy IPC, would look at the books of IPC, of course. Ani 
the books internally show the breakout between reciprocal 
and reciprocal oriented earnings, and other assets. 

Every prospective purcheser with whom there wa; 
any degree of negotiations chose to treat the reciprocal 
earnings or receipts as non-recurring income. 

The only thing which we would say is this: That 


our first -- I0S's first obligation was to try and get the id2 
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benefits that it could legally get, within the rules and 


regulations, SEC-wise, NASD, and Exchange, as they then 
existed. 

That to the extent that there were transections 
that I0S could not itself get any benefit from, there were 
benefits to be derived, and these benefits were spread around 
among a@ great many firms, and to the extent that there were 
decent relationships, perhaps some benefits would continue 
to be bestowed, but there was no representation or assurance. 

: MR. LA PRADE: I have no further questicns. 


I would at this time like to get in through 
-.Mr. Cowett, prospectus of the Regent Fund, and the IIT Funi. 
WEARING EXAMINER BLAIR: In addition, you haven't 
offered into evidence the various exhibits. Do you wish to 
fo that also? 
MR. LA PRADE: Yes. 
: I would at this time offer into evidence Ezhibi‘:s 
. A and 42-B,. 
' HEARING EXAMINER BLAIR: Any objection? 
i! MR. KLEINMAN: Those are which? 


* 


HEARING EXAMINER BLAIR: Those are the letters 


ewett to Bear, Stearns. 
’ MR. KLEINMAN: No objection. | 10 
' MR. DUDLEY: No objection. 


HEARING EXAMINER BLAIR: Division's Exhibits~42-A 
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and 42-B are admitted in evidence. 


| (Whereupon, at this time Division's 
Exhibits 42-A and 42-B previously 
marked for identification, were’ 
received in evidence.) 
HEARING EXAMINER BLAIR: How about the FOF ona’ 
We identified them. Off the record. 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: Back on the record. 
MR. LA PRADE: I would have marked for identifj- 
cation as Exhibits 44-A, the IIT prospectus dated June 1, 1966 
(thereupon, the above-referred to 
document was marked Division's 
Exhibit 44-A for identification, as 
of this date.) 
MR. LA PRADE: As 44-B, the IIT prospectus dated 
December 1, 1967. 
(Whereupon, the above-referred to 
document wag matked Division's 
Exhibit 44-B for identification, ag 
of this date.) 
MR. LA PRADE: I would have the July 1, 1967 IIT 
Prospectus numbered as 44-C, 
(Whereupon, the above-referrcd to 


document was marked Division's 


° 
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Exhibit 44-C for identification, 


as of this datc.) 


MR. LA PRADE: I would have numbered as Exhibits 
45-A, B and C, the Regent Fund prospectus. 


45-A would be the Regent Fund prospectus bearin3 


Regent Fund prospectus; and 45-C would be the April 21, 1963 
Regent Fund prospectus. , 


(Whereupon, the above-described 


| 
4 
the date April 25, 1966; 45-B would be the April 21, 1967 


documents were marked Division's 

Exhibits 45-A, B and C for identifi- 
cation, as of this date.) 

MR. LA PRADE: I would have merked as Division's 
Exhibit 46, the April 21, 1969 10S Regent Fund, Limited, 
prospectus. 

(Whereupon, the above-described 
decument was marked Division's Ex- 
hibit 46 for identification, as of 
this date.) ~- 

‘BY MR, LA PRADE: 
Q Mr. Cowett, do you recognize those documents which 
aro marked as Exhibits 44-A, B and C? 
A Yes, Ido. They're three versions of the IY. 
Prospectus for 1966 and 1967. 105 


Q Now, is there any disclosure in those prospectuses, 


| 


7] 


with respect to the over-the-counter give-ups which were 
directed on transactions affected on behalf of the -- on 
pehalf of that Fund, IIT Fund? 

A I don’t believe so, sir. 

Q And at the time, what official connection did 
you have with IIT? 


A I was Vice President of IIT Management Compz-.ny, 


Q Now, do you whether there was ever any disclosire 
made to the LIT shareholders? 
A I don't believe so, sir. 


In the prospectus or otherwise? 


Q 
A No, sir. 
Q 


Right. 

Now, I would ask you to look at -- 

MR. LA PRADE: At this time I would offer these: 

lhibite in evidence. 

HEARING EXANDNIR BLAIR: Any objection? 

MR, KLEINMAN: No objection. 

MR. DUDLEY: No objection. 

HEARING EXAMINER BLAIR: There being no objection, 
fion's Exhibits 44-A through 46, are admitted in eviderce. | 
(Whereupon, at this time Division's | 

Exhibits 44-A through 46, cca : 
i106 


marked for identification, were 
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received into evidence.) 

MR. KLEINMAN: Your Honor, bearing in mind the 
experience we had before, when Mr. Cowett was asked to examine 
the prospectus to find out where the disclosure provision “e. 
may I suggest once again that these exhibits that have beer. 
{ntroduced, do speak for ti:cmselves, if there is discicsure. 

HEARING EXAMINER BLAIR: Yes. 

’ The statement of the witness, however, is that 
there is no such disclosure, to his knowledge. 
MR. KLEINMAN: Well, he was asked could he pick 
1 out @ spot, end he wasn't sure. 
8 Might I expedite the matter by referring the 
| witness to Page 17 of these? 
HEARING EXAMINER BLAIR: ‘Yes, if there is some- 
: thing that would help his recollection. 
MR. KLEINMAN: 44-A, and B. 
MR. LA PRADE: Are these the fiT prospectuses? 


™~e 


f 

# 

MR, KLEINMAN: 44-A and 44-B. Pages 16 and 17 
of 44-A and B and C. 


HEARING EXAMINER BLAIR: Where on the page, 
‘Mz. Kleinman? 
MR. KLEINMAN: If Your Honor please, on the last 


Parapraph, the first columm. Page 17. which would appear t:o 


be the same gencric language. 


: THE WITNESS: Ne, it’s not. It's not the same. 


eB 


eommehe same 


| 
t 
| 
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HEARING EXAMINER BLAIR: Are you now finished, 
Mr. LaPrade? 

MR. LA PRADE: No, I have the Regent Fu’. ue's 
going through the Regent Fund now, and then the IOS, aud 
that will be it. 

BY MR. LA PRADE: 

Q Have you looked at Exhibits 45-A, B and C, and 
Exhibit 467 

A Not in great depth. 

Q Well, do you lmow of your owm knowledge whether 
any ee was made in those prospectuses, of the arrange. 
ments, whereby you were directing of the portion of the ovur- 
the-counter eonnitsaton, executed on portfolio transactions 
for the Regent Fund to IPC? 

A I have no such knowledge. 

Q All right. 

Did you in fact ever disclose it to anyone 
connected with the Regent Fund? ae 

MR. DUDLEY: Can I have that question clarifiec? 
Anyone connected with the Regent Fund, is that the questior? 

MR. LA PRADE: Yes. ‘<n an official capacity, 

A I have no recollection of any such disclosure. 

Q Okay. Now, do you know if there was any dis- 


Closure made to shareholders, in proxy statements or in -~ 


A I have no knowledge of any such disclosure, - 


& No knowledge. 

Q Did you ever write any letters to shareholders, 
disclosing these arrangements? 

A ‘I never wrote any letters to any shareholders. 


Q Now, can you --‘earlier you testified that the -- 


at some point Arthur Lipper, and you, had some discussion 
about reducing the commissions on over-the-counter trans- 
actions? 

A Correct, sir. 

Q And do you recall when that discussion took pl:ce? 

A I think I earlier testified that it took place 
sometime late in -- the first such discussion took place lczte 
in '67 or early in '68, but I can’t be sure when. 

Q And you recall, you testified that this could rot 
be done? 

A That Mr. Lipper and his counsel attempted to 
vork out a procedure for doing ee and it could not be done 
under the interpretation by the New York Stock Exchange, of 
its -- or the then interpretation of the eid York Stock Ex- 


change, of its anti-rebate rules. 


Q Can you tell us what Mr. Conwell told you about: 


this, at this time? Did he give you any reason why it couldn't 


be done? 
109 
A Yes. 


The New York Stock Exchange took a very simple 


a 


ve ee ee cee sen hin eatin 


* c+ & *%& & & Se  % * 2). te See * 

And that you did not propose any changes? 

A Correct, 

Q Is that correct? 

rs Correct. 

Q Could you tell us why? 

A Mr. Galpeer was in effect my counsel at this 
point. My counsel advised it was appropriate. I saw no 
reason to question his advice, and that was it. 

Q Now, you testified that -- that at the time you 
examined the amendment you were aware that pursuant to 
proposed reciprocal arrangements, IPC might be receiving 
cash payments from brokers as such reciprocal; is that 
correct? 

A Correct. 

Q Did you have any reason to believe that Mr. 
Galpeer was -=- also knew of the cash payments when he 
prepared the amendment? 

A Certainly. 

Q You did have reason to believe? 

A Yes, sir. 

Q Would you tell us why you feel you had reason 
to believe? 

A Anybody with the slightest degree of sophistica- 
tion in the securities market, and Mr. Galpeer had the 


Slightest degree of sophistication, accepted as a norm 


% 


| 
| 
| 
| 
| 
| 
| 
| 
| 
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! 
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the-counte:- 


ip’s question, 
HEARING EXAMINER BLAIR: There appears to be 
responsive, tee 
MR. LA PRADE: He asked him what. 
HEARING EXAMINER BLAIR: He told him why, because 
he felt he was sophisticated enough to knowvhat the stan- 
Gards were in the industry, 


BY MR, PHILIPPS; 


ansactions had been paid 
back =< hag been paid to the fund; is that correct? 
A What I understand to be all of it, yes, 


Q Yes. When did that payment occur? 


A I don't know the specifie date of repayment, 


Q Can you Give us the month? 
4, No. I can't, 
Q Do you recal2 when you had discussions con= 
cerning the Possible repayment? 
A Yes, October, November of 1968 were the 


“iscussions, as I remember. 
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Q And that was prior -- that was after commencement 


of the Commission's inquiry into this matter; is that 
correct? 

A Yes. 

Q And it was prior to the commencement of these 
proceedings? 

rN Correct. 

Q Is that correct? 

A Yes. 

MR. LA PRADE: Could I -- as a point of clarifica- 
tion, are you referring to the private investigation or 
the -- these administrative proceedings? 

MR. PHILIPPS: I am talking about these pro~ 
ceedings, yeS. : 

HEARING EXAMINER BLAIR: The administrative 
proceedings. 

MR, LA PRADE: All right. 

BY MR. PHILLIPS: 
Q And I take it thatthe payment wes made as a 
" result of these discussions; is that correct? 
A I can't testify of my own knowledge. I only 
know my own rule as just generally advising what I would 
- . 112 


Q You testified that in these discussions you 


did not believe that the fund had a legal right to those -- 


to payment; is that correct? 
A My belief went heyond that. 
: 2 What was your belief? 
A I believed that IPC might very well be violating 
NASD regulations if it wereto make that payment, that 


when I asked for specifically was a ruling or a specific 


written advice from the NASD that they would permit this 


payment to be made, 

Q And that was -- was that the reason for sug- 
gesting that thefunds be put in an impress account? 

A Absolutely. 

Q Now, during these discussions -- did Mr. Grant 
participate in these discussions? 

A Yes. 

Q Did he take a different view? 

ATI don't -- 

HEARING EXAMINER BLAIR: A different view 
from Mr. Cowett's? 
MR. PHILLIPS: From Mr. Cowett::- 

A I don't recall, sir, but specifically -- what 
specific view he took,or any other person in the dis- 
cussions took. 

Q Do you recall Mr. Grant insisting in these 
discussions that if there are any questions raised about 


the fund's rights in this matter, that the doubt should 


633 


be resolved in favor of the Fund and its shareholders? 


A I just don't recall. 
Q The money was paid back -- 
A Yes, sir. 
Q (Continuing) -- after these discussions; is tat 
correct? 
A Yes, sir. 
Q And you testified that themoney was _— back 
at the initiative of IPC management? 
A Correct, sir. 
Q And Mr. Grant was a memberof the management at 
that time? 
A Yes, sir. 
MR. PHILLIPS: No further questions. 
HEARING EXAMINER BLAIR: All right. At this 
time, let us go off the record for a moment. 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: On the record, 
At this time we will recess ta reconvene 
promptly at 1:20. 
(Whereupon, a luncheon recess was taken at 


12:22 o'clock p.m.) 


AFTERNOON SESSION 
| 1:20 p.m. 

HEARING EXAMINER BLAIR: The hearing will 
come to order. 

Does the Division wish to note further appear- 
ance of counsel? 

MR. LA PRADE: Yes. Mr. Stanley Sporkin, As- 
siciate Director for the Division of Trading ard Markets 
in Washington, D.C. is now sitting at my left at the 
counsel table. 

HEARING EXAMINER BLAIR: Very well. 

I believe the next item is cross-examination 
by Mr. Dudley. 

EDWARD M. COWLTT 
resumed and testified further as follows: 
CROSS-EXAMINATION 
BY MR. DUDLEY: 

Q lir. Gowett, you testified, I believe, yeeterdey, 
in selecting brokers to execute for FOF Prop. ,IIT, and 
Regent, that the overriding policy was the policy of getting 
good exccution. 

Is that correct? 
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A Yes, sir. 4 


Q In this connection, do you recall that you tcs- 


tified that portfolio managers were given an opportunity 


j 
| 
to comment upon the various brokers and services that they ! 
performed? 

A Yes, sir. 


Q Did any of those Portfolio managers comment upon 


: 
' 
| 
the services of Arthur Lipper Corporetion? | 
A Yes, sir, | 
Q What did they cay? | 

A Without exception tacy were more than satisfior ; 
with the service thet was given, 

Q Covid you give us an exanple? 

A Well -- 

HEARING EXAMINER BLAIR: You mean of the serv:.ce 


or of the comments, 


BY IR, DUDLEY: 


A From tine to time, a particular account would 
be reassigned to a new broker o= different broker. And 
tnavericbly ween an account was assigned away from the 
ina Lipper Corporation, there was an objection to it, and 
F had difficulty getting the portfolio managers to acqui.- 
i 


bce in that reassignment away. 


| 

| 

! | 
H Q Sample of the coments, | 
: ! 
| 
| 

| 

| 

| 

i 

| 

| 


' Q Well, did you yourself form en impression of the 
tpetency of the firm of Arthur Lipper Cozporation to 


cute transactions? 


Q What was the basis for that? 

A Well, each day I would see the trade sheets for 
all of the funds, in all of the brokerage houses. I would. 
review them not from che standpoint of selection of ibiin: 
ticular sec ties for particular portfilios, because that: 
was not my function or expertise, but I would review them 
to see how the discussions had gone, to see how narrow a 
range a security might be bought or sold in, whether a 
block of securities would be cold at a constantly deprecsing 
price, or could be sold at or near narket:, tefere the sale. 
was ordered, 

And I can only say that in all of the revicwus 
I had no reccon ever to question an execution out of Lipper 
as opposed to occasional questioning ovt of other brol:er- 
age houses, 


Q Mr. Cowett, when we talk-- when you speak of 


best execution, ere you concerned with merely the price 


that the broker will charge as an agency commission? 
A It is more or less standard, pazticulariy waen 
: you are talking about New York Stock Exchange stocks. 
Quality of an execution, depends upon the Silit:, 


to buy the requested number of shares without forcing the 


ftock up in pricc, or to cell the desired nuzber of shares 
without forcing the stock down, because the range can be 
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quite dramatic between a good and a bad exccution. 
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Q Mr. Cowett, did ycu have a general awareness of 
the profitability of Arthur Lipper Corporation during the 


years 1967 and 1958? 


- 


A Weil, I wa it was an extrenely profitable 
operation. 

Q Did you ever discuss with lir. Lipper the questicn 
of profitability? 

A Mr. Lipper discussed it with re. 

Q What did he say? 

A Re had come concern about the fact that based 
upon the voluze of business that he was getting from the 


IOS Funds, and the amount of special services rendered 


and cost thereof, he was ending up with a profzit waich he 


believed oz expressed to me es believing, was excrbitant, 
and he was concerned about ways that either 10S could 
benefit ,or he could pass benefits on to IOS by performing 
more services or ways that he could in cffect cut down 
his income by being able to pass on to the funds the bene- 
fit of the lower cost. 

HEARING EXAMINER BLAIR: Do I understand tht 
Wir, Lipper told you in substance or effect: I am Basing tvo 
much money? 

sue WITTEES: TInat’s riche. 


HEARING EUMINESR SLATR: Aad I want to Give sit, 


beck to 10S? 


THE WITNESS: That is correct, sir. 
HEARING EXAMINER BLAIR: For the funds, 


BY MR, DUDLE 


Se ee ee ee me oe 


Q Was that last answer on the 


Yes. 


A 
Q Wheat did you say to Mr. Lipzer? 
A 


I was delighted by anything he could do, 
form more cervices, or te perform tne services } 


lower cost to the funds 


oA th NN te ee 


Could you describe briefly the services thet 
+. Lipper was performing for 10S? 
A The erection of the coxzmunic 
fore, in my testimony. 
& Sétvice that tir, Lipper provided 90 per cent 
cost, and 10 per cent at the cost of 19S, This wes DUT 
ant to a determ ination by the Now York Stonk Exchange. 


That was one large clement of the 


A seccnd clement of the 


Providing was to do the caily mono bookikeepine 


rea 


ani pricing 


in connection with U.S. portfolios cf the various funds. 


avay, Li went to pinrols 


you tnat his company was raking an 


buciress. 


THE WITNESS: In late 1967 or early 1968. 

HEARING EXAMINER BLAIR: Tn late 1967? 

THE WITKESS: Early 1968,yes, 

REARING MXAMINER BLAIR: Did he at that time 
suggest that perhaps the give-ups should be greater ? 

THE WITNESS: No. The naswer to that one is no. 

HEARING EXAMINER BLAIR: The reason I ask is because: 
I am trying to reconcile that statement with the sateme t 
you made in regaré to -he letter, Exhibit 41, in which 
you requested Arthur Lipper receive $300,000, or that 
Arthur Lipper give up $300,000. 

THE WITNESS: 350, 

HEARING EXAMINER BLAIR: $350,000. 

THE WITHESS: That's right, 

As I stated earlier, that would have broucht 
the give-up percentage from 50 per cent up to about 60 
Per cent, 

HEARING EXAMINER BLAIR: Yes, But what I em 
trying to understand ig why it was not until a year later 
thet it was you in effect making that Ssusgestio to Mr, 
Lipper, when Mr, Lipper a year before, had advised you 
‘ his profits were exoxbitant,. 


THE WITNESS: It was not a year before, it was 


about six months before that. That ‘as in August, I be- 


lieve, 


HEARING EXAMINER BLAIR: Yes, that's right. 

THE WITNESS: Now, actually what Mr. Lipper was 
referring to was a means whereby he could charge less on 
the over-the-counter business, which I restieied earlier, 
or a means whereby he could within the rules of the Nev 
York Stock Exchange, provided more services either in the 
cdanteccions Idvel or bookkeeping level or in an area 
where the stock exchange would consider it appropriate. 

HEARING EXAMINER BLATR: But at no time dil 
he suggest the alternative which eventuated when you ia 
August 1968 suggested, in effect, as you say, the give-up 
be 60 per cent rather than 50? 

THE WITNESS: That is correct. 

BY MR, DUDLEY: 

Q Mr. Cowett, do you have an idea of the monthly 
cost of the communication network, between Arthur Lipper 
Corporation and 10S? 

A Yes, At least as to certain specifics. 

Q Could you state the cost of the telephone linc, 
I belicve you testificd te, and the other services, other 
communication network that you teetified to earlicr? 

A When the telephones vere Sires put in, the charge 
that applied each month for the-- just for the pure ex- 


s 


istence of the direct line, Now York to Geneva, wasaocut 


$24,000 a month. That cost has since.come down, as the 


we 
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satellites have given more channels to Europe, and it is 

now down to $18,000 or $19,000 a month, for the line it- 
self, : 

There would be a slightly higher charge on the 
line from New York to London and the line from Lendon to 
anaes because of the terminus in London and the transfer 
point. 

And as I stated, we paid 10 per cent of those 
and Mr, Lipper paid 90 per cent of those, 

In addition, Shoes were the open telexes; an 
open point-to-point telex runs abovi $6,000 a month, 

There is the edditional charge with respect to 
the maintenance of the facsimile equipment. I don't know 
how much that runs. But there ere, I believe, at least 
four open telex lines, maintained in connection with the 
communications network, so that the total present chazze 
for the four telexes and the two open lines, would be in 
the neighborhood of $70,000, 965,000. <. 

Q Mr. Cowett, in connection with tre method by 
Which 10S executes trancections cthrouch Arthur Lipper Cor- 
poration, I believe you described at come length yesterday 
the mechanical means by which orders flow from overseas to 


Arthur Lipper Corporation. 


Do you know whether the staff of the Securitics 


€aod Exchange Commission was ar OF thie n=rano 


Yes, sir, 

How do you know that ? 

As of when? ‘ 

As of -- at or about the time of the settlement, 

Yes, sir, 

Which I think was May of 1967, 

Yes, sir, 

How do you know? 

Prior to the date of the settlement or the entry 
of His Settlement, there were various Specific memoranda 
submitted to the Comnission's staff, These memoranda were 
worked out Primarily by Mr, Haft, but I reviewed then, 
end was also involved in working them out, And by Mr, 
Lipper, since he was going to set P the mechanical system 
and he was consulted as to whether the mechanical - ‘system 


“ould work, 


These memoranda were submitted only after literally 


Maybe it would be en overstatement, hundreds of hours S, but 
Stores of hours of discussion with the staZe, 48 to the 
Rechanical means by which orders could be handled within 
the settlement o¢der, 

Q Do you recall who those discussions were held 
“ith, in the staff? 
A Primarily Tom Ray, who Was at hee pases spearheading 


the working out of the mechanics of the settlement, 
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Q Mr. Cowett,you testified also th-= 10S guaranteed 
a loan made by Guinnes-Mahon Bank to Michael Lipper, is 
that correct? 

A Yes, sir. 

Q Would you tell us why I0S, 1£ you know, guar- 
anteed tle loan? 

A It was important tol0s that Avttue Ditesce Cor- 
poration, being the facility at which -- ia which the entire | 


crucial communications link was maintained, heave sufficient 


et 7 SP es eS oe ode NM . 


net capital to meet the minirum capital requirerents and stay 
_ in good standing. | 
When we understood that the subordinated capi- 
tal which would be lent by Michael Lipper was necessary to 
secure a margin of safety on maintenance of the ptatints 
capital, we were anxious to see that that subordinated net 
capital was made available to the firm and when Nr.Lipper 


asked us to provide the guarantee, we were more than happ:7 . 


Q Was the loan subsequently repaza? ; 
A Yes. 
HEARING EXAMINER BLAIR: When was that loan 
again? 


THE WITNESS: First sepment of the Zoan ,$500,:00 


| 
| 
| 
| 
| 
| 
{ 
| 
to do it, | 
: 


of it, was in October or Noverber of 1967. And then a second i2b 
: : 12%, 
$500,000 making the aggregate indebtedness a million dollars, 


eo omen ee 
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a the point it was repaid. 
3 ; HEARING EXAMINER BLAIR: About when in 1968? 


4 | THE WITNESS: In the spring of 1968, I believe. 


| was in 1968, and it reamained at a million dollars until 
5 | BY MR. DUDLEY: ! 


Q = Mr. Cowett, I have handed you several documents | 


| which have been entered into evidence as Division's Ex- 

§ hibits 294 through 29R. 

' I would ask you to refresh your recollection 

i: | of those documents by perusing them, 

by A Yes, Sir, 

: HEARING EXAMINER BLAIR: Proceed, Mr.Dudley. 

' ! Q E notice that there was a give-up instruction 

: : given to Glore Forgan, Bear Stearns & Company, Emanuel 

: Dectjen & Company, and other firms, 

. Was there-- did chere-- were these instructions 
followed? . + 

- A Yes, sir. i 

- Q In other words, it is your testirony that thes , 
7 firms gave up in the over-the-ccunter-- in executing tran3- g 


ections in over-the-counter? 


a A Yes, 


Q Mr. Cowett, did there come a time when I0S at- 


e 
Oe ee 


tempted to join the New YYrk. Stock Exchange? 125 


A Yes, sir. 


“ 
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Q Would you tell us the circumstances under which 
an approach was made to the Exchange, if there was sucn? 

A In the spring or early summer, I believe, of 
1963, I becare avare of the fact that as the I0S funds 


grew in sice, there would be more and more commission buti- 


ny 


A AOL IAL Ne «8 M 


enerated throuzh execution of orders placed by these 
oO 


Since I0S was not a United States based firm 


1 believed that a case could be made for ecithe 10S or prin- 


Pe Fine ee a EN RN: OE 


cipal officers or directozs of 10S taking an interest on a aon- 
voting basis, in a New York Stock Exchange firm, and i re- 
quested a reeting with Mr. Bishop of the Exchange, and 
with other members of the 

And there were such meetings held. I attempted 


to distinguish between the kind of situation that vas ob- 


nermal J.S. based financial institution. I thought it was 
2 fsizrly good case. 

Q What was the Exchanse's vicws2 

A Mr. Bishop and kis colleages indicated they 
“Quld take the matter under adviserent aad wourd get back 


© 72 to advice ce of whether the distinctions that I 


| 
5 
f 
| 
taining to IOS and the kind of situation that obtained to a : 
| 
i 
| 
| 


~dinted out were valid es far as they could sec or not. | 
I subsequently heard from them or from lr. Bisaop 

| 

‘td he advised me thatthe staff of the New York Stock Exchone 9 
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had determined that the rules of the Exchange precluding 
non-voting membership or non-voting stockholdings to firms 
like IOS in the United States or persons connected with 
such firms would be construed as pertaining to IOS as 
well. 

I then ‘kate that thermatter be submitted to 
the Board of Governors of the New York Stock Exchange for 
formal determination and that was done. 

Q What was the result of that? 

A A turn-down. 

Q Now, I believ2 you testified earlier that ycu 
made some approach to the Pacific Stock Exchange to héve 
IPC join the Exchance, is that correct? 

A Not IPC, a subsidiary of IPC. An applicatior 
was in fact filed and granted, subject to the normal post= 
ing period, when the rebruary 1966 SEC order was entered 
and the Pacific Coast Exchance requested that the appii- 
cation be withdrawn. 

Q Mr. Cowett, are you familiar with the manne: 
in which executions can be effected in United States se- 
curities in Europe, and particularly with respect to Swiss 
benks? 


A Yes, sir. 


Q Would you tellus your experiences, if any, 


that area? 
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MR. LA PRADE: I would object to that line of 
questioning because I don't know what it has to do with 
executions of transactions in the United States, which 
are the basis of the Commission's order. 


HEARING EXAMINER BLAIR: What are you attempting 


MR. DUDLEY: I'm attempting to have the wit- 
ness describe for us, if he will, if it is within his 
knowledge, the practice and custom of Swiss banks, where 
a, either a person in Europe is trying to buv securities, 
United States securities, either listed or over-the-counter. 

HEARING EXAMINER BLAIR: So as to compare with 
the method used by I0S? In other words, I an trying to 
find out what relevancy the procedure of the other Swiss 
banks would have to do in thisproceeding? 

MR. DUDLEY: : trying co elicit that that could 
have been an alternative whichIOS covld have used. 

HEARING EXAMINER BLAIR: i will carmit it. 

MR. DUDLEY: Thank: you. i 

THE WITNESS: The bien Bank Association has a 
Policy which is, to my knowledge, with one exception, uni- 
formly followed by all Swiss banks-- that policy is to 
Charge for the account of the Swiss bank through which aa 


order is placed, in addition to the regular commission 


charged by the U.S. brokerage firm executing the order, 


o 


additional one-half of normal New York Stock Exchange 
commission. So that the customer ends up paying one and 
a half times the normal commission. 

To my knowledge, the Swiss bank - 

HEARING EXAMINER BLAIR: re ycu speaking about a 


customer placing an crder with a Swiss bank for effectiag 


a transaction on the New York Stock Exchange? 
THE WITNESS: Correct. To my knowledge, Swiss 


banks on occasion will share that extra one-half New 


Aen Semen aie Samana 
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York Stock Exchange commission with the customer placing 


be eeter aeons 


the order or the manacer for the customer, placing the 


order. 


This knowledga is obtained because originaliy IIT, 
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in accordance with the terms of its regulations and 


| 
| 
| 
| 
| 
i 


i 
} 
} 
i 
' 
i 
i 
j 
‘ 
' 


charter placed all of its securities orders through Cr2iit 


Swiss in Zurich and Credit Swiss, for the first year cf 


&. Pi 
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existence,was charging the 50 per cent extra of New York 
Stock Exchange commission rates, 

At the end of 1961, when we sew now Significant 
this charge to the fund could be, I headed a group going 
up to Credit Swiss, demanding at that time of Credit Swiss 


that this practice be storped and that $est normal stock 


8 fem See te ee alle eee oe «ets ae len neee 


excnange commission rates be charced. 
Credit Swiss offered a 50 per cent rebate to 


IOS. We refnsed it. We almost ruptured our relationship 
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three months of argument, Credit Swiss waived their normal 
50 per cent New York Stock Exchange commission rates, ani 
to this day, have never charged an I0S fund any additional 
commissicn. 

HEARING EXAMINGSR BLAIR: Do I wderstand that 
TOS pays Credit Swiss the normal New York Stock Exchange 
commission? 

THE WITNESS: We pay Credit Swiss nothing. 
No comission. The cnly commission paid on orders placed 
throuch Credit Swiss or paid for by Credit Swiss is the 
commissicn paid to the United States executing broker. 

REARING EXAMINER BLAIR: They are ineffect do- 
‘ing it gratis now? 

THE WITNESS: Yes, thats right. This I believ2 
is the only excepticn of any Swiss bank. 


BY MR. DUDLEY: 


Q Mr. Cowatt, I'd like to direct your attentaon 


to the qustioning of Mr. La Praée concerning the knowledze 


of the board of directors of Pund of Funds, of the prac 


“ee 


tice which has been described in the hearings, whereby 
Arthur sipper Corporation shared over-the-counter cornmis- 


sions. with IPC. And ask yeu whetetwith respect to the 
Recency Fund, there wes any-- Regent Fund, whether there 
vas any discutsion concerning this practice? 


¢ 


A To my knowledce, thara was not, but I: 
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wey ta ays 
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Company? 


That is correct. 
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Q And who i: ma board af Girectorve of that 


clmporation? 


Sriod the board 


not within the I0S croup 
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BY MR. LA PRADE: 

Q Now, you state you took your own counsel. 

What was your opinion concerning the legality of splitting 
over-the-counter commissions? ' 

A Splitting over-the-counter commissions? 

Q Giving up wisiockbenadeniny commissions. 

A My opinion was that it was a proper practice, 
under the rules and regulations of both the NASD and 
Exchance, as they then existed. 

Q How about wider the Securities and Exchange 
Commission statutes and regulaticns? 

A I always considered that if the SEC considersd 
that there was anything improper about such a practice, 
they had independent means to cause the NASD or the 
Exchanges to change regulations. 

This had been the practice of the industry for years, 

MR. LA PRADE: I would like to have this docu- 
ment marked, 

HEARING EXAMINER BLAIR: In substance, what 
you're saying is that you interpreted the New York Steck 
Exchange regulations: and NASD regulations, and that, in 
your opinion, decided that if those regulations were 
subject to any criticism by the Securities and Exchance 


Commission, chat something would havekcen done prior to 


the time that you would place your interpretation on the 


¥ 
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Stock Exchance rules? 

THE WITNESS: I could answer affirmatively 
with the addition of the one thing of industry practice 
over the years, which reinforced the interprotations of 
the rules. 

MR. LA PRADE: At this tire, I would like to 
have marked as Divisiecn's Exhibit 47, this item. 

HEARING EXAMINER BLAIN: It will be identified 
as Division's Exhibit 47 for i@entification. 

(Whereupon, at this time a document was marked 
Divisicn's Exhibit 47 for identification, as of this date.) 
BY MR. LA PRADE: 

Q I cali your attention to Page 2. I'm going to -- 
I'm putting in ink marks, and I want you to read the 
sentence between the ink marks on the exhibit, out loud, 
into the record. 

HEARING EXAMINER BLAIR: Would y 
for the record where the ink marks beyin 

MR. LA PRADE: Yas. 

On the second pace, in the ninth line, after 
the words "industry," the first ink mark, there's a bracl:ct 
there which Mr. Cowett has ivst inked in, and the other 
bracket would end at the conclusion of the sentence, after 
the word "illegal." 


HEARING EXAMINSR BLATR: Starts with the word 
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“in this connection," and ends with the word "illegal." 
BY MR. LA PRADE: 

Q Read that into the record, please. 

A "tn this connecticn, we consider it significant 
that 'give-ups’ in the over-tho-counter rarket have lony 
been recognized to be improper and illegal." 

Q Now, is there a date on that exhibit? 

A July 18, 1966. 

Q Does it show if that letter wes circulated to 
any exchanges? 


A Yes, sir. It does. 


Q Was it circulated to the New York Stock Exchange? 


Yes, sir. 
Now, were you eware of that document? 
No, sir. 
Do you knew whether oF not that Gocurent 
any press coverage? 
A I don't knov, sir. 
Q Now, you're an expert in the securit 
are you not? 
“A Probably. 
Q You have written a heok? 
N Yes, sir. 
HEARING EXANINOR SLAIR: 


statement, You have to qualify your e:perts. 


cence es erememennan Sete gen as memennwenae nee 
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Will the respondents concede that Mr. Cowett 


is an expert in the securities field? 
Apparently no concessions. 
MR. KLEINMAN: I don't think I'11 make that 
concession, 
HEARING EXAMINER BLAIR: Very well. 
BY MR. LA PRADE: 
Q Have you written a book on the securities -- in 
the securities field? 
A I co-authored a book, yes, sir. 
Q What was the name of the book? 
Blue Sky Law. 
Who was your co-author? 
Lewis Loss. 
Who is Lewis Loss? 
HEARING EXAMINER BLAIR: I'll take official 
notice of that. 
BY MR. LA PRADE: 


Now, were you familiar with tne Cormmission's 


fund study, which was published in December of 


Yes, sir. 


Did you have occasicn to read any portions of 


Yes, sir. 


63 


Q Do you know whether or not there is any pro- 
nouncement in that document of the legality or illegality 


of over-the-counter give-ups? 


aOR, 
Pi pe Ly 
A There are?,~ =snts concerning over-the-counter 


give-ups which are, = would not say pronouncements, I would 


say characterizations. 

Q Do those characterizations aiffer in any way from 
Mr. Pollack's characterization? 

A Yes, sir. 

Q In what manner? 


A I find a certain presumptuousness in the comment 


of long being recognized to be improper end illegzl, with 
respect to a practice that was going on daily, end had 
been going on daily & the life of the securities in- 
dustry, as I have known it. 

Q With respect to the statement, the substance of 
the statement, that they are jllecal, wes any -~ was there 
any deviation from that statement, in the mutual fund 
study report, which was published in << 

MR. KLEINMAN: Objection, your Honor. 

Both documents speak:.for themselves. 

HEARING EXAMINER BLAIR: Until you specify 
as to a particular date, it would be unfair to try to 
introduce evidence relating to what has been indicated 
as a long-standing recognition. If you have some informa- 
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HEARING EXAMINER BLAIR: That the subject came: a 
THE WITNESS: Some place. 
HEARING EXAMINER BLAIR: Very well. 
BY MR. LA PRADE: 
Q Now, did you cver give any consideration to th.e 


possibility of returning to the FOF Prop, Funds or to the 


ernest SSS stn Sse seis 
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portion of the commissions that had been received by IFC ar 
the Overseas Development Bank from Lippex and other brokei's 
pursuant to directions from you.in 1967? 

A No, sir. 


Q Why not? 
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Many reasons. 
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Fund of America or to the Regent Fund or to IIT all or a | 
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HEARING EXAMINER BLATR: Give us the prine reiison._| 
THE WITHESS: I think there are three prime 
reasons. | 
HEARING SXxAsiTER BLAIR: Vezy well. Give then. 
THE WITNESS: In the first place, to this date 
I am not convinced taat there is any honed wae in which 


commissions covld be retained -- returned cr paid over to a 


fund. 


er ae Lr he ‘ 
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Secondly: Within the context of the industry 
that we deal with, which is overseas in Europe, we are th? 


exception, in that we don't charge. extra commissions, and 132 
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we would -- we are, even today, treating the Fund more fairly | 
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than European funds sinaeetas do, because they end up taking 
extra commissions, and certainly in the arene and the mores 
of the place where we do business there would be absolutely 
no concept of giving back normal cormissions that you may 
be able to benefit from. 

Thirdly: Forgetting the standards and mores 
of the industry in which we exis as opposed to the U. S. 
industry, and forgetting the legalities of any return or 
rebate that might be made, the third matter is that from 
the standpoint cf pure profitability of I0S I would oppose 
the return. 

Q Now, did you consider at that time reducing the 
management fees or the investment advisers? 

A No, sir. 

Q Now, with respect to mwmaber one, where you 
stated that you didn’t believe it was legal to return these 
fees to these funds, what is the basis for that -- your con- 
clusion thet it is not legal? : | 

A I have been a practicing attorney for 16 yeais. 

Q Did you have any discussions with Mr. Comvel”. 
along this line? 


A Yes. 


MR. KLEINMAN: I suggest that the witness finish 


eee oe eon gem ee ee = ee — 


answering the question. 140: 


was the answer. That was the basis. 
MR. KLEINMAN: Is that the complete answer? 

THE WITNESS: No. 

HEARING EXAMINER BLAIR: Very well. Continue. 

MR. LA PRADE: I am sorry. 

A I have been a practicing attorney for 16 year3, 
or a member of the Bar for 16 years. 

During that time I have had very substantial 
experience in the field of securities law, and in the rep:re- 
sentation of brol:er-aealers, and the representation ef fuids 
as well as the ICS complex. 

I have read case lew in this area, most recently 
the opinion of Judge Wydensky in the Fidelity Case. 

To date, as the law exist, and the veustations 
of the exchanges exist, as the reyulations under the laws 
exist I see no legal basis for returning money to a clien:. 

Q Did you have any discussions with hr. Conyell 
along the lines of returning -- reducing the mwanagement f2es? | 

A No, siz. 

Q Did you have any discussions with any attorneys 


in the I0S complex along these Lines? 


MR, LA PRADE: I have no further questions. 


MR, PHILLIPS: I have a few questions. 14 


: 
A Mo, sir. 


HEARING FXAMINER BLAIR: Mr. Phillips. 


« 


[Excerpts from the testimony of Gilbert W. Smith] 
Corporation? 


A Yes. 
Q Can you tell us when you first heard of Investors 
Planning Corporation? 
A No, I don't recall the exact date on that. 
Q Have you ever executed any transactions -- 7°33 
withdraw the question. 
Have you ever conducted any business for in- 
vestors Planning Corporation? 
HEARING EXAMINER BLAIR: When you speak of you, 
are you referring to the firm? 


Q. The firm of Glore, Forgan. 


which I believe was the Fund of America. 


Q Have you ever remitted any give-ups to Investors 


| 
: 


A We may have, as 4 broker. For its affiliated it 
| 
| 


Planning Corporation? 

A Yes. 

Q Can you tell us when that first occurred? 

A Well, I would, here again, I'm confused with '66, 
"6? or "68, but in that period, when we were doing a regular 
business with them, we did come up on instructions, send 
give-ups to IPC. 

a Now, you say when you were doing regular business 

with them. Would you identify for the record -- 


A By them I mean the 10S group. 


| 
: 
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HEARING EXAMIVER BLAIR: Those were give-ups on 
10S transactions which were directed to IPC? 
THE WITNESS: Well, here again, when we say I0S 
transactions, you mean affiliated funds? 
HEARING EXAMINER BLAIR: Yes. Douglas Fund o- 


other funds controlled by I0S. 


THE WITNESS: Right, 


On over-the-counter trades. 
BY MR. LA PRADE: 

Q Now, can you tell us how these instructions were 
relayed to you, the instructions to give up to IPC? 

A Well, certainly we had tec instructions, and 
whether they were oral or by letter, i aon’t recall at tha 
moment. 

MR. LA PRADE: At this I'll have Exhibit -- I 
guess the next exhibit number, Division's Exhibit 74, marked 
fer identification. 

Mark this Division's Exhibit 74-A, two pages. 
is an April 12th, 1967 check, in the amount of $3,200, made 
payable to Investors Planning Corporation of Auecrica, by 
Glore, Forgan & Staats. 

(The above-described document was 
marked Division’s Exhibit 74-A for 
identification.) 


MR. LA PRADE: Exhibit 74-B would be a letter 
143 
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,; CROSS EXAMINATION 


| 
‘py MR, DUDLEY: 


Q Mr. Smith, how long has the firm of Glove, Forgan 
been in business? 
A Well, I assume you mean Glove, Forgan & Staats? : 
I think it dates from 1885. 
How long have you been in the securities business? 
Off and on, allof my adult years. 
During the — 


HEARING EXAMINER BLAIR: Approximating 30? 


THE WITNESS: Approximately 30 years. 


2 || BY MR. DUDLEY: 


Q During the period 1967 and 1968, was it the 
standard practice of Glove, Forgan, to charge full stock 
exchange commissions on agency trades, involving over-the- 
counter securities? 

A Yes. 

Q Was it also the policy of your firm during this 
4 period, to honor customer-directed giveup tnatcuntions on 
all over-the-counter trades? — 

A Well, they didn’t nertain to all over-the-counter 
trades we did, but there were meny trades where we did not 
| have customer instructed giveuns, but where we did have 
customer-directed giveups, it was customary to 2zccommodate 


them, 


oe 


[Excerpts from the testimony of Arthur ie II1] 
PROCEEDINGS 821 


HEARING EXAMINER BLAIR: The hearing will come 
to order. 

MR, DUDLEY: Respondent will call as their 
first witness, Arthur Lipper Tit. 


HEARING EXAMINER BLAIR: Are you calling him 


only on behalf of Respondent Lipper and Lipper Corporation? 


MR. DUDLEY: That's co.ret. 

HEARING EXAMINER BLAIR: ‘very well. 

Raise your right hand. 

Do you swear the testi mony you are oun to 
give in this matter will be the truth, the whole truth and 
nothing but the truth, so help you God? 

MR, LIPPER: I do, sir. 

HEARING EXAMINER BLAIR: Please be seated. 
Whereupon, 
ARTHUR LIPPER III, 
called as a witness on behalf of the Respondent Arthur 
Lipper Corporation, having been first duly sworn by Hearing 
Examiner Blair, was examined and testified on his oath as 
follows: 
DIRECT EXAMINATION 
BY MR. DUDLEY: 
Q “e your full name? 


A Arthur Lipper III. 


What is your address? 


My business address is 140 Broadway, New York 


Are you a Respondent in this proceeding? 
I am, 
What is your occupation? 
An investment broker. 
What positions do you hold in the Respondent 
Arthur Lipper Corporation? 
A, I am Chairman, President, Treasurer, Chief 
Executive Officer of Arthur Lipper Corporation. 
Q That's Chairman of the Board of Directors; is that 
correct? 
A That's correct. 
Q a what business is the Respondent Arthur Lipper 
Corporation engz ed? 
A Arthur Lipper Corporation is a member of the 
New York Stock Exchange, American Stock Exchange, most of 
the regional stock exchanges, member of the NASD, and is 
engaged generally in the business of transacting security 
transactions for institutional clients. 
Q Do you,do any retail business in securities? 


Almost none at all. 


A 
Q Do you distribute the shares of any mutual funds? 
A 


We do not. 


L4E° 


Q Now, other than the institutional brokerage 
business, do you have any other businesses at Arthur Lipper 
Corporation that you engage in? 

A. The Corporation engages in financial research 
and publishing businesses in that it sells the products of 
the output of the research effort. | 

It also is engaged in research and the sale of 
research output in the areas of natural gas and oil 
exploration programs. 

The principal business of the Corporation is the 
-~ involves “he transaction of securities. 

Q What was the net worth of Arthur Lipper Corpora= 
tion as of July 31, 1970? 

MR. LA PRADE: I object to that question. 

I think that the -- I have sat by as Mr. Dudley 
has been asking questions, and it seems to me that we're 
getting into what Arthur Lipper is doing presently. 

I think the charges here concernn what sic 
Lipper was doing in 1967 and 1968. 

HEARING EXAMINER BLAIR: What he is doing 


™e 


presently gives me an idea of his background and credibility 


with respect to all other matters that he testifies to. 


Overruled. 
MR. DUDLEY: Was there an answer to the last 


question? 


HEARING EXAMINER BLAIR: I don't believe so, 
MR. DUDLEY: Would you read the last question, Mr. 
Reporter? 
(Whereupon, the pending question was read back 
by the reporter.) 


A Something in excess, on a consolidated basis, 


~ 
. 


of $14,000,000. 
Q How Many people does Arthur Lipper Corporation 
emp loy? 
A Approximately 240, 250. 
Q Could you describe the institutional trading 
department of Arthur Lipper Corporation? 
In physical terms? 
And personnel. 
The transactions department of Arthur Lipper 
Corporation is housed in a room somewhat larger than this. 
HEARING EXAMINER BLAIR: Indicating a room approximately 
60 to 70 feet long and about 40 feet wide. 
THE WITNESS: Yes. 
A (Continuing) -- On the 38th floor of 140 Broadway 
where there are many Telex and machines, pieces of electronic 


equipment, and roughly 15 in’ iduals emp lcyed. 


Q Now, who is the head of the institutional 


trading department? 


HEARING EXAMINER BLAIR: Presently? 


MR. DUDLEY: Presently. 

A Presently, Mr. Peter Toccek, T-o-c-c-e-k. 

Q What was his experience prior to coming with 
Arthur Lipper Corporation? 

A Immediately prior to coming with Arthur Lipper: 
Corporation, Mr. Toccek was ef.ployed by Neller & Company » 
a member of the New York Stock Exchange. 

Prior thereto, he was employed by a number of 
other firms, including Scloman Brothers, F.M. Mayer & Company, 
Merkin & Company. : 

Q Is Arthur Lipper Corporation registered with the 
SnC as a broker-dealer? | 

A It is . 

Q Is it registered with the Securities and 
Exchange Commission as an investment adviser? 

A It is. 

Q And is Arthur Lipper Corporation a member of 
the NASD? 

A It is. 

Q How many registered representatives does Arthur 
Lipper Corporation have? 

A: They have approximately 10 individuals who have 
passed the registered representative examination and are 


registered. 


However, we only have three individuals, 
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{neluding myself, who function as registered representatives. 

a Does Arthur Lipper ae have any operating 
subsidiaries? 

A Yes, it does. 

Q Would you describe those for us? 

A Arthur Lipper S.A. Geneve is a wholly owned 
gubsidiary operating in Geneva, Switzerland, with services to 
Zuropean accounts of Arthur Lipper Corporation. 

It, in turn, has a wholly owned subsidiary, 
Arthur Lipper London Ltd. , which services accounts in the 
United Kingdon. | 
: Further, Arthur Lipper Corporation owns all of 
the stock of Resource Programs Institute, Inc., whose 
principal activity is research and publication of findings 
as regarding oil and gas programs. 

Those are the principal subsidiary operations of 
Arthur Lipper Corporation. 

Q How long has Arthur Lipper comparation been in 
business? 

A Since March of 1967. ~ 

Q Prior “2 becoming president of Arthur Lipper 
Corporation, what was your occupation? 

A I was partner in charge of the institutional 


accounts a” Zuckerman, Smith and Company, members of the 


New York Stock Exchange... : 150 


827 
Q How long were you employed at Zuckerman, Smith 
& Company? | 
A Approximately four years. 


Q Prior to your employment at Zuckerman, Smith, 
where were you employed? : 

A F.L. Rossmann & Company, members of the New York 
Stock Exchange. 

Q And prior to that? 

A Courts & Company, members of the New York Stock 
Exchange. 

Q And prior to that, did you have employment in 
the securities industry? 

A Yes, sir, with Goodbody & Company, members of the 
New York Stock Exchange. 

Q Could you give us an idea of how many years you 
have been employed ee securities industry? 

‘ 

A Approximately 16. 

Q Of those 16 years, how many years have you been 
engaged in servicing institutional clients? 

A About 12. “ 

Q And were those institutional clients generally 
mutual funds? 

A Primarily. 


Q While you were a partner of Zuckerman, Smith, did 


that firm engage in security transactions with investment 
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companies managed by companies affiliated with Investors 
Overseas Services? | 

A It did. 

Q Were the IOS related companies your accounts at 
Zuckerman, Smith? : 

A They were. 

Q When did you begin to handle these accounts? 

A In 1964, At sometime in 1964 we would have 
received our first order from an IOS related fund. 

Q Could you describe the circumstances under which 
you came to handle these accounts at zuckerman, Smith? 

A The basis for my handling the accounts at 
Zuckerman, Smith, was that it was I who introduced the 
account to Zuckerman, Smith as being an institution -- I was 
responsible for all institutional accomts. 


Q How did it come about that you were the one that 


A Because I had visited with the investment 
department of IOS in Geneva in 1963, and they had agreed 
to purchase from Zuckerman, Smith a fimancial advisory 
service that I was publishing in return for commissions. 

Q Who did you speak with at that time? 


A Mr. Dennis Savares was the first individual 


{ 
introduced the account? | 
| 


I met at IOS. 


Subsequently, his superior, Mr. Henry Buhl. 
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When did you meet Mr. Cornfeld? 


Pick tito RAS on 
eee 


Sometime late in 1964. 


Lad 


Under what circumstances? 


Mr. Buhl introduced me during cne of my visits 


ee ae 


¢ 


to Geneva. 

Q Who was Mr. Buhl, in what positions did he hold 
with IOS atthis time? 

A Mr. Buhl was -- 

HEARING EXAMINER BLAIR: Now, you mean? 

MR, DUDLEY: I am sorry; at that time that you were 
speaking with Mr. Buhl. 

A Mr. Buhl was the senior investment officer of 
-- as far as I knew -- all of the funds at thattime. 

When did you meet Mr. Cowett? 


After -- sometime after meeting Mr. Cornfeld. 


a) 
wi 


Under what circumstances? 


~—s 
Q 


At a meeting in Geneva, I believe, with Mr. 


Cornfeld and Mr. Buhl. 


Q Now, why did you terminate your association with 


2 


Zuckerman, Smith and form Arthur Lipper Corporation? 
A Because Zuckerman, Smith and Company had been 
afforded an economic opportunity, which in their declining, 


I thought that I could benefit from. 


Q What was that economic opportunity? 


A The suggestion by IOS that Zuckerman, Smith and 
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n office to service the 


establish a Geneva and Londo 


Company 


tos related accounts in 1967. 


Q Do you know why Zuckerman, Smith declined the 


o ffer? 


A The partners told me that it was because they. 


had no experience in the managements of foreign branches and 
that they preferred to remain essentially a retail-orientec 


specialist firm on the New York Stock Exchange. 


Q pid Mr. Cowett, Mr. Cornfeld or anyone associated 


with IOS have any financial interest in Arthur Lipper 


Corporation when it was formed? 


A They did not. 


(Continued on the next page.) 
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Q Subsequent to the formation of Arthur Lipper Cor- 


poration, did Mr. Cowett, Mr. Cornfeld or anyone associated 
with LOS acquire any financial interest in Arthur Lipper Cor- 
poration? 

A They did not. 

Are there any understandings -- 

HEARING EXAMINER BLAIR: Are you referring to an 
equity or debt interest, because I understood from previous 
testimony that there was a creditor interest because of variou 
transactions which naturally arised in the brokerage com- 
missions. 

Excluding those, I assume. 

MR. DUDLEY: I mean any financial interest in 
Arthur Lipper Corporation. I think at a later time -- 

HEARING EXAMINER BLAIR: You oom the profits, or 
the return on investment as opposed to Arthur Lipper Corpo- 
ration owing the money at various times? 

MR. DUDLEY: Well, I think the testimeny was that 
Arthur Lipper Corporation obtained a loan from Michael Ltuper 

I think we can clarify this through the testimony 
of the witness. 1 

HERRING EXAMINER BLAIR: Very well. 

MR. LA PRADE: I think we ought to have a defi- 
nition of what he means by financial interest. 

HEARING EXAMINER BLAIR: As I understood it, there 

00 
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is a continuing course of business with various I0S sub- 


sidiaries, between Arthur Lipper Corporation and I0S affil- 
iates; is that correct? 

MR. DUDLEY: Right. 

HEARING EXAMINER BLAIR: Now, in the course of 
that Arthur Lipper Corporation at times came to owe moneys to ; 
various affiliates, for instance, in give-ups or otherwise. 

Isn't that true? 

MR. DUDLEY: No. It's not true. 

Could I ask the witness to explain what he urder- 
stood when I said financial interest? 

HEARING EXAMINER BLAIR: Yes. Sure. 

THE WITNESS: There has been at no time an interest 
in the profits of Arthur Lippr Corporation by any of the indi- 
viduals you named, or 10S, or any affiliated company of IOS. 

MR. LA PRADE: This is the problem I have. I 
think we have testimony here that Mr. Covett gave that they 
had an interest in seeing that Lipper met the net eapital re- 
quirements. If Mr. Lipper did not meet the net capital re- 
quirements, since he was executing transattions for them, they 
felt obligated to put in orders enough -- enough to keep the 
entity going. 

HEARING EXAMINER BLAIR: To direct moneys into it. 


I am not sure that they put money into it. 


They were interested in keeping Lipper ee 
LOS 
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as I recall, in financial complianc~. 


, However, with the limiftar’ which Mr. Lipper has 
placed upon his understanding of the question, I will allow 
it. 

On cross-examination you can go into the aspects 
that you want to. 
BY MR. DUDLEY: 

Q Are there any present understandings or arrange- 
ments whereby Mr. Cowett, Mr. Cornfeld or anyone associatea 
with 10S will in the future acquire any financial interest in x 
Arthur Lipper Corporation? 

A There are none. 

MR. LA PRADE: I object to that. 


HEARING EXAMINER BLAIR: There again financial 


Lipper Corporation? 
MR. DUDLEY: Yes. 
HEARING EXAMINER BLAIR: Very well. 


A There are none. 


| 
interest is limited to an interest in the profits or equity | 


Q Who are the present stockholders of Arthur Lipper ; 
Corporation? 

A Myself, my wife, and those serving as officers and 
directors of the corporation; full-time employees of the cor- 
poration. 


Q Other than these persons, are there any persons 


LOT 


‘who ever held stock of Arthur Lipper Corporation, either be 
record or beneficial owners? 

A Yes, there are. 

Q Who? 

A Mr, Paul Yednak, Y-e-d-n-a-k, and Mr. Mullins, 
both of whom had been very minor stockholders at a time when 
they were our floor representatives. 

Upon eaviens the firm buys back the stock. They 
were at that time full-time employees. 

Q At the time you were forming Arthur Lipper Cor- 
poration, did Mr. Cowett, Mr. Cornfeld or anyone associated 
with 10S loan you or Arthur Lipper Corporation any money for 
the purpose of establishing Arthur Lipper Corporation? 

a They did not. 

Q When you formed Arthur Liper Corporation, did you 
assume the IOS related investment companies would transfer 
their accounss from Zuckerman Smith to Arthur Lipper Corpc- 
ration? | 

A I did. 

Q What capital expenditures did you make in con- 
nection with the formation of Arthur Lipper Corporation? 

A The purhase of a membership on the New York Stock 
Exchange. 


Q What did that cost? 


A $305,000, and the expenses necessary to establish 
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an office. $33 
Q What were these expenses in general terms? 

A Furnishing, the furniture for the office, computer 
the acquisition of a computer; the establishmont of trading 


transactions department; the acquisition of the foreign of- 


fices, the furnishing of the foreign offices; the establish- 


ment of the communications system. 
All those expenses which are required in the es- 


tablishing of a business. 
Q Can you state the percentage of gross income of 
Arthur Lipper A€orporation which originated from 10S during 
the present year? 
WEARING EXALXNER BLAIX: You mean calendar year? 
MR. DUDLEZ: Curicg 1576. 
HEARING EXANTNER BLATT: That's the nine months? 
MR. DULGLEY: Yes. The nine months. 
HEARING EXAMINER BLAIR: Very weil. 
MR. LA PRADE: I will odject to that cuestion. 

I don'c think ic has any relevaacy to the chargesh ere. 
HEARING EAAMLNER SLALR: Overruled. 

4A It would $2 sdout 350 per cent. Perhaps a little 
leguchsa 53 per cent. 

Q Covld vou estimuce whet that percentage was in 
1967 -= excuse me -- in 1969? 


A I would guess about 70 per cent. 


a i 
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HEARING EXAMINER BLAIR: You mentioned that if 


Arthur Lipper executed, it would give up to the other prime 
broker. 

THE WITNESS: That is -- 

HEARING EXAMLNERBLALR: Is that correct? 

THE WLTNESS: We would give up the whole trade, 
the floor ticket. 

HEARING EXAMINER BLAIR: The floor ticket? 


TSE WITNESS: Right. And we would subsequently 


| 
Sill them back for floor brokerage, but more, as during most | 


of this period, up to the present, we prefer to use $2 brokers! 
than our own broker. 

Somebody else would have billed for the floor 
brokerage. 

HEARLNG EXAMINER BLALR: When you turned it over 
to the firm broker for execution, was there any give-up to 
Arthur Lipper? 

THE WITNESS: No. In no -- on no occasion in 
these transactions would there have been any income to Arthur | 
Lipper, except in the rare instance waere we would have used 
our own floor broker. But that would-have been very raze. 

BY MR. DUDLEY: 
Q Would you describe some of the services which 
Arthur Lipper Corporation performed for 10S, or the 10S re- 


lated funds? 


. ow er [Ue | die niin dl — 
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HR. LA PRADE: What time period are we in now? 


MR. DUDLEY: uring the time period 1967. 

A Let's start with the mechanical services, because 
they're easier to cescribe. 

First, you have the establishment and maintenance 
ox the communicaticn network, which entailed the designing of 
the system, the leasing of the Lincs, the creation of the 
offices, the manning of a offices. 

Then you have the creation of an execution depart-| 
ment with highly trained and exzerienced personnel, to handle 
the executions and give the best quality execution that we 
could achieve. 

Then you nave the question on a daily basis of the 


Anerican portfolios of tie various Funds. 


You have the investment memoranda sookkeeping-type 
procedure where the Artaur Lipper Corporation is involved with! 
"2 delivery Lastructions to the danks, acd che general re- 
lsticnship with the custodial banks, as it effects dividends. 


You nave che waincanance of overall observation 


or supervision of tne ocaer priuwe trokers to be certain ctkat 


that had been set. 
You lave tiie rendering of research and advice, 
primerily as relacing to lavestnent management companies, 


investment managesen= personnel. 


the qualicy of execution was thac comparable to the standards 


849 
You had a general research capability which was 


used not in the affirmative making of investment recommendations, 
but rather in the checking of stories which some other broker 
had given the investmenc management department. 

They would come back to us and say we checked this 
out to see, and would you check this out to see if it makes 
sense. 

These eeeetiy would be the services. 

Q What is your understanding of the term "give-up," 
as it is used in the securities industry? 

A As it is used popularly, it is commission sharing 
between two firms qualified to share commissions with one 
another. 

Q You say used popularly. What do you mean? 

A Well, the real meaning of the term is as was de- 
scribed before in the case of a -- the giving up of a floor 
ticket. This is from whence the term comes, which may or may; 
not entail commission sauine: 

But as is generally known, and as we are using the 
term here, I am certain, it is commission sharing between | 
qualified parties. | 

Q In your experience -- 

MR. LA PRADE: Well, I am going to object to that 


answer. I move to strike the word "qualified." 


HEARING EXAMINER BLAIR: This is his ‘ceceeaibnaa 

| 5 
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and understanding, that he has asked about at all, Mr. LaPrade} 


not your understanding, nor the one that I might understand, 
when the term was used by others, who had a different def- 


inition for the term. 


MR. LA PRADE: His statement is, as it's generally 


known. 


HEARING EXAMINER BLAIR: This is his understanding 


that's all you can ask Sue. Overruled. 
BY MR. DUDLEY: 
Q In your experience -- 

HEARING EXAMINER BLAIR: Let me ask you, wnat, if 
commissions were split between unqualified persons, what would 
you consider that to be? 

THE WITNESS: Rebates. 

HEARING EXAMINER BLAIR: — all right. 


BY MR. DUDLEY: ’ 


Q In your experience, what was the range of the per-| 


centage amounts of a commission a customer would direct a 
broker to give up? 

A Anywheres from 20 to 380 per cent. 

Q What would be the range in the mutual fund in- 
dustry? 

A The broad range would be anywheres from 20 to 30 
per cent. : 


Q What did most funds -- what was the percentage 
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which most funds directed a broker to give up? 


A The average would have been apout 60 per cent. 

Q Now, on December 5, 1958, the New York Stock Ex- 
change prohibited all forms of customer-directed give-ups, is } 
that correct? ‘ 

A That is correct. 

Q Did other exchanges follow the New York Stock Ex- 
change, and also adopt rules banning such give-ups? 

A They did. 

Q Prior to the ban on give-ups, what is your im- 
pression of the extent to which customer-directed give-ups 
were eagaged in, by mutual funds? 

A Almost universally. 

Q Wnen did you become aware that customer-directed 
give-ups were prevalent in the mutual fund industry? 

A In 1958 when I first started trying to sell to 


mutual funds. 


Q . Where were you employed in 1958? 


A That would have been Courts & Company. 

Q While you were a partner of zuckerman Smith, cid | 
that firm give up commissions at the instructions of the 
customer? 

A Ic did. 

Q Did customers direct zuckerman to give up com= 


missions on transactious on the New York Stock Exchange? \ 
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A They did. 


| 
| 
a) Q Dig customers sirect Zuckerman to give up com- 
missions on transactions in the over-the-counter market? 
“) A I believe so. 
J Q when you handled the accounts of the 10S netatre 
P funds, while you were 4 partner of Zuckerman, Smith, did the 
y I0S related funds instruct Zuckerman to give up on the New 
4 York Stock Exchange, ean the over-the-counter market? 
3 A They did. ; 
40 Q Were those instructions followed? 
"1 A Certainly. 
2 Q To your knowledge, was there ever a policy at 
13 guckerman, Smith wnica distinguisiied between give-ups in the 


over-the-counter market aad give-ups on tne Exchange? 


A Not to my knowleage. 

Q Did you ret+in counsel to assist you in the fore | 
mation ef Arthur Lipper Ceorperation? 
I dia. 


Who acted as your attorney? 


Ailen #. Conwell, Willkie, Farr & Gallagher. 


How did you come to retain Mr. Conweil? 


> © > © 


I had met mr. Conweli some years before the for- 
mation of Arthur Lipper Corporation, and pecame impressed with 


his specific knowledge or the securities Laws aad the problems 


that I was certain I would have to contend with, in the entrance 
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into the securities business. And therefore, retained 


his services -- well, the services of the firm with which he 
was saiwriabed, 

Q Now, in the frame of reference, in the period of 
time we are talking about, the early part of 1567, is that 
correct, when Arthur Lipper Corporation was being formed? 

A Specifically, January ond February of 1967. 

Q During this time, did you have csaversations with 
Mr. Conwell regaraing the organization of Arthur Lipper Cor- 
poretion? 

A Certainly. 

Q How would you characterize the number of times you 
may have met with Mr. Conwell, during this period? 

° 
estimate? 

Q On a daily basis? 

HEARING EXAMINER BLAIR: An estimate? 
MR. DUDLEY: His estimate. 

A Our relationship was one which required more than 

daily contact during much of the period.. 


I should say there was a great deal of contact wit 


plexity of establishing the firm was greater than chat of a 
normal firm of -- beginning business as a member of the Kew 


York Stock Exchange, because it was immediately going to be 
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Willkie, Farr. Much of it with Allen Conwell. The com- 
i 


doing business in two foreign jurisdictions. And there 854 


were very couplicated tax watters which kad to be decided, and 
in this connection Willie, Farr was also used. 

Q During your discussions with Nr. Conwell, did you 
discuss instituticnsl brokerage practices? 

A L am certain we did. 

Q At the tine Artaur Lipzer was organized, did you 


and Mr. Conwell discuss taat Arttur Lipper Corporation would 


participate in the practice of giving up commissions at the 
~& 


dirsetion of a customer, both on the Exchange and in the over- 
the-counter market? 

A I would asicaze that wa did, bet i do not recall 
specifically, as I would not Kave Séen any véal reason to. 


(Continued cn following page.) 
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Q Well, do you recall a specific conversation during 
this period of time? 

A Not as you state the question, I do not recall. 

Q Did you and Mr. Conwell ever discuss whether a 
distinction was to be made between customer directed give-ups 
on an exchange transaction as cpposed to an over-the-counter 
transaction; if you. recall? 

A I know that at one point he had a series of dis- 
cussions on this question, but it would not have been as you 
ask, at the formation of Arthur Lipper Corporation. 

Q I understand. 

It would have been at a subsequent point. 


I am relating to the early part of 1967 at this 


I doubt that -- I don't recall. 
Q What was your understanding during this pexiod 


early in 1967 of the customary commission charged by a member 


a 
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of the New York Stock Exchange when it instituted a trans~ 


action in the over-the-counter marker on an agency basis? 


« -< = = 
ce a ’ 
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A I know of no exception to the minimum New York 


fee eee a ee 


Stock Exchange commission level at that time. 


MR. LA PRADE: I opject to that answer. I don't | 


HEARING EXAMINER BLAIR: Let me hear the question. | 


think it's responsive to the question. 


(Whereupon, the last question and énswer WERE 
4 
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read back by the reporter.) - 


EARING EXAMINER BLAIR: It's responsive only 
by inference, Mr. Lipper. 
Will you make a direct response to the question. 

A My belief was that the New York Stock Exchange 
minimum commission is that which was directly charged. 

HEARING EXAMINER BLAIR: In other words, that 
on the iat wile aamacceaae transactions brokers followed the 
minimum commission rate that was utilized in connection with 
the New York Stock Exchange transactions? 

THE WITNESS: To the penny. 
BY MR. DUDLEY: 

Q Now, during this period of time did Mr. Conwell 
ever inform you that he had discussions with the Staff from 
the New York Stock Exchange concerning the practice of 
charging the standard New York Stock Exchange commission 
in the over-the-counter market; this is, again, in early 1967; | 
if you can recall? 

A I do not recall. 

Q When in 1967 did Arthur Lipper Corporation begin | 
‘to handle transactions for the 10S related funds? | 

A I would think it would have been on our first 


d.y in business. 


Q Which would have been -- 


A Which would have been on or about April lst of 


1967. 

Q Did Arthur Lipper Corporation receive written 
instructions from the IOS related funds concerning give-ups 
in the over-the-counter market? 

A We did. 

Q Who on behalf of the IOS related funds directed 
your firm to give up in the over-the-counter market? 

A Edward M. Cowett. 

MR. DUDLEY: Can I have these marked as Lipper'’s 
Exhibit C -- that would be Lipper’s Exhibit C? 
HEARING EXAMINER BLAIR: Lipper's Exhibit C, yes. 
MR. DUDLEY: Mark this as C-1, C-2, C-3, C-4, C-5 | 
and C-6 for identification. 
(Whereupon, the above-mentioned 
documents were received and duly 
marked by the reporter as Lipper's 
Exhibits C-1 through C-6 for 


identification, as of this date.) 


Q Mr. Lipper, would you examine what has been 
marked as Lipper's Exhibit C-1, which I placed before you, 
and identify that document, please. 


A It is a letter on the letterhead of F. O. F. 


BY MR. DUDLEY: 
| 
| 


Proprietary Fund Limited, 119 Rue Du Lusanne, Geneva, 
Switzerland, dated June 29th, 1967 addressed to Arthur |. fpper | 
170 
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Corporation, 30 Broad Street, New York and signed by Edward 
Cowett as President of F.0.F. Proprietary Fund Limited. 

Q Would you please identify Lipper's Exhibit C-2. 

A A letter dated July 11, 1967 from IIT Management 
Company, S.A. -- 

HEARING EXAMINER BLAIR: You can omit the addres-es. 
THE WITNESS: Okay. 

A (Continuing) -- addressed to Arthur Lipper 
Corporation, signed by Edward Cowett as -- on behalf of IIT 
Management Company. 

Q Would you please identify Lipper's Exhibit C-3. 

A Letter dated July 11, 1967 from Financial In- 
stitutions Management Company Limited to Arthur Lipper 
Corporation, signed Edward M. Cowett. 

Q Would you please identify Lipper’s Exhibit C-4. 

A A letter dated March 15th, 1968 from Canadian 
Fund Limited to Arthur Lipper Corporation, signed Edward M. 
Cowett, Vice President. 

Q Lipper Exhibit C-5? ee 

A A letter from LIT Management Company dated 
March 15, 1968 to Arthur Lipper Corporation, signed Edward 
Cowett, Vice President. 

Q Lipper Exhibit C-6? 


A A letter from F.0.F. Proprietary Fund Limited 


dated March 15th, 1968 to Arthur Lipper Corporation from 
; s71 


Edward Cowett, President. 
Q Are these the written instructions which you 
testified to earlier? 
A They are, sir. 
MR. DUDLEY: At this time I would move in evidence 
Lipper Exhibits C-1 through C-6. 
MR. LA PRADE: No objection. 
HEARING EXAMINER BLAIR: Lipper Exhibits C-l1 
through C-6 inclusive are admitted in evidence. 
(Whereupon, the documents previously 
marked for identification purposes 
as Lipper's Exhibits C-1 through C-6 
inclusive were received in evidence 
at this time.) 
HEARING EXAMINER BLAIR: Off the record. 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: Back on the record. 
BY MR. DUDLEY: 
Q Mr. Lipper, I note that three of the letters 
are dated 1967 and three letters are dated 1968. 
Can you explain why instructions were given 
again in 1968? 
A Well, for one thing there were no instructions 


from Canadian Fund Management Company in 1967; that is, this 


letter only appears for the first time in '68. 172 
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HEARING EXAMINER BLAIR: That's Lipper Exhibit cH | 
you are referring to? 
THE WITNESS: Yes, sir. 


(Continuing) And on the other two, I can only 


4 
ee come 


HEARING EXAMINER BLAIR: Don't assume. 
Well, do you recall? 


HEARING EXAMINER BLAIR: If you don't know, say 


As to why they were issued? 

Yes. 

No. I do not recall specifically. 

Thank you. 

Did Arthur Lipper Corporation follow the in- 


structions of its customers, the I0S Related Funds as re- 


flected in Lipper Exhibits C-1 through C-6? 


A We did. 
Q | During the period July 10, 1967 through August 30th, 


1968 how much money was directed to IPC in the form of give-up| 


checks? 
HEARING EXAMINER BLAIR: By whom? 
MR. DUDLEY: By Arthur Lipper Corporation. 
A I believe the figure is something in the area 
of $1,400,000. 


Q Do you recall receiving written instructions from 


LT 
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Mr. Cowett which increased the percentage of the commission 
Arthur Lipper Corporation was to give to IFC subsequent to 
the letters of -- designated as numbered Exhibits C-1 through 
C-62 

HEARING EXAMINER BLAIR: Are you asking now 4 » 
question which specifically directs attention to a letter 
increasing the percentage in so many words? 

MR. DUDLEY: Yes. 

HEARING EXAMINER BLAIR: Very well. 

A I recall a letter which would have had that effect 

or could have had that effect. 

I don't recall the specific inerease in percentages 
as being a part of that -- the text. 


Q Do you recall what the letter instructed Arthur 


| 


Lipper Corporation to do? 


A It instructed -- the ‘letter instructed Arthur 


Ca tie a ta 


Lipper Corporation to pay to IPC three hundred -- $350,000 
in monies, which would have been generated from over-the- 
eomiter commissions. 

Q Do you recall when this occurred? 

A Not specifically. 


Q Do you recall discussing these {nstructions with 


seine aida 


Mr. Cowett? 
A Yes, I do. 


Q What did you. say to him and what did he say to 
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you regarding these instructions? 

HEARING EXAMINER BLAIR: Well, first in point 
of time, would you relate it to whether the discussion took 
place before or after receiving the letter? ‘ 

THE WITNESS: It would have been after receiving 
the letter, sir. 

HEARING EXAMINER BLAIR: Very well. 

A As I recall, the discussion would have -- the 
discussion took the form of my indicating that I felt this 
to be too much of an additional payment to iPC, because 
although I wanted to be of service and believed -- had had 
strong beliefs about the rate structure generally, I did not 
feel that more than half of the amount that Mr. Cowett was 
requesting should be sent out at that time based upon the 
commissions that had been received up until that point. 

Q And what was that amount? 

A $175,000. 

Q And what atiount did Arthur Lipper Corporation 
pay over to IPC? nth 
A $175,000. 

Q Now, who at Arthur Lipper Corporation is responsible-- 


was responsible during the peziod 1967 to 1968 for issuing 


these give-up checks to IPC? | 


HEARTNG EXAMINER BLAIR: You mean authorizing 


the payment? 175 


MR. DUDLEY: Authorizing the payment. 

Do you know who signed the checks? 

Any number of people could have signed the cliecks. 

Anything done would have been done -- anything 
done in the firm would have been done by my authority. 

Q Yes. But who under your authority might have 
general responsibility for a area of the -- of seeing to 
it that the instructions of Mr. Cowett were followed? 

A Mechanically? 

Q Yes. 

A That would have been Nancy Stuart who was and 
is executive vice president. 

HEARING EXAMINER BLAIR: It would have been done 
only if you authorized the specific payment of $175,000? 

THE WITNESS: No, sir. 

HEARING EXAMINER BLAIR: In other words, this 
was not the routine payment? 

THE WITNESS: Which is why I was aware of it. 


HEARING EXAMINER BLAIR: And did you specifically 


THE WITNESS: Yes, sir. I did. 
HEARING EXAMINER BLAIR: And this is in contrast, 


- isn't it -- 


| 
authorize payment of that $175,000? 


THE WITNESS: Not the normal practice where I 


would have not seen or been aware of the checks that went out. | 


i7€ 
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HEARING EXAMINER BLAIR: All xcight. 

THE WITNESS: But everything that was done within 
the firm is done under my authority. 
BY MR. DUDLEY: 

Q During the period in the yest 1367 did Arthur 
Lipper Corporation clear its own transactions in the over-the- 
counter market? 

A Arthur Lipper Corporation cleared all of its 
transactions through Zuckerman, Smith & Company up until the 


Ist of November of 1967. 


After November, 1967 some transactions were 
cleared through Lipper directly, and others were still coa- 
tinued to be cleared through Zuckerman, Smith. 

I would doubt that Arthur Lipper Corporation 
cleared any of its over-the-counter transactions in 1967. 


(Continued on next page.) 
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Q When a transaction was cleared through Zuckerman, 


Smith, did that firm retain a portion of the commission? 
A They did. 
Q What percentage; if you recall? 
A Fifteen to 20 per cent. y 
Q | And that would come out of the 50 per cent of the 
commission which you retained? 
A That was out of the gross. Correct. 
MR. DUDLEY: Could I have a few minutes, Mr. Ex- 
aminer? 
HEARING EXAMINER BLAIR: Yes. At this time-- 
MR. DUDLEY: I am going into another line of 
questioning. 
HEARING EXAMINER BLAIR: At this time we will take | 
a ten-minute recess. | 
MR. DUDLEY: Thank you. | 
10:21 o'clock a. m.) 
(Whereupon, the hearing reconvened at 10:35 


o'clock a. m.) 


™e 


(Whereupon, at ten-minute recess was taken at | 
{ 


HEARING EXAMINER BLAIR: The hearing will come to 


Q To your knowledge, did you or any officer or em- 


ployee of Arthur Lipper Corporation attempt to conceal the fac 


order. 
BY MR. DUDLEY: 
! 


178 


' 
t 
‘ 
| 


| 


866 | 
that Arthur Lipper Corporatio was giving up commissions to | 


IPC at the direction a the 10S related funds? 

A No, sir. 

Q When you received these give-up instructions, from 
Mr. Cowett, were you aware of Mr. Cowett's official capacity 
with IOS and the 10S related funds? 

A Yes, sir. 

What was his capacity at that time, in 1967? 

A Mr. Cowett was an officer and director of the fund: 
for whom Arthur Lipper Corporation transacted eee as as well 
as being a senior executive of the management companies of 
those funds, as well as being a senior executive of 10S, Lin- 
ited, and a director of I10S,Limited. 

Q Did you have any reason to believe that Mr. Cowett 


was not acting in accordance with the desires of the Board of | 


Directors of I0S Management, Fund of Funds, IIT Management, se 


Regent Fund? 

MR. LA PRADE: I am going to object to that ques- 
tion unless there is some foundation laid. 

HEARING EXAMINER BLAIR: Yes.~- What's the rele- 
‘vancy? 

MR. DUDLEY: I want to establish the authority 
of Mr. Cowett and whether this witness had any reason to 
question that authority. 


HEARING EXAMINER BLALR: Well, ask him that question, 
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not whether he was acting in the manner you specified in the 


question. 
BY MR. DUDLEY: 

Q Did you have any reason to question Mr. Cowett'’s 
authority? 4 

A I did not. 

Q pid you ever attend directors’ meetings of Fund of 
Funds? 

A Yes, sir. 

Q For what purpose did you attend 4 Board meeting 
or meetings of Fund of Funds? 

A I have been invited to attend a number of Fund of 
Fund Board meetings in the capacity of, one: An adviser on 
U. S$. Mutual funds and mutual fund management companies at a 
time when Fund of Funds was a holder of registered investment 
companies and management companies, and more yecently as one 
who has been in a position to advise and comment on the ad- 
ministration and coordination of the investment activities of 
Fund of Funds. 

Q Would you have attended any fiourd meetings of Fund 
of Funds curing the period 1967 and 1968? 

A I would have. 

Q Doyou recall any discussions at those meetings 
concernirg the procedure whereby Arthur Lipper Corporation was 


issuing give-up checks to IPC? 
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A I do. 

Q What was the discussion? 

A There was a full discussion of the procedure where+ 
by commissions were shared by IPC from Arthur Liper Corpo- 
ration specifically regarding over-the-counter commissions, 
which were the only ones we could have shared with Ir, aoa 
the statement was made by Mr. Cowett to the Board that it was 
the policy of 10S to benefit wherever possible from the use of 
commissions to the extent that it did not represent 4 detri- 
ment to the funds managed by 10S affiliated companies. 

Q Can you recall the specific date or month in which 
this Board meeting of Fund of Funds was held at which the | 
discussion took place? 

A A discussion of -- the discussion specifically to 
which I am referring, yes. 

Q When did that occur? 

A That was in February or March of 1968 in Aicapulco} 
Mexico. | 

Q Did there come a time wnen you discussed with Mr. | 

Covett your desire to expand the services provided to the 10S 
‘related funds by Arthur Liper Corporation? 


yes, I had a number of such discussions with Mr. 


The initial discussions would have been at 4 time 
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Do you recall when these discussions took place? | 
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when as.a partner of Zuckerman, Smith & Company 1 first ob- 


tained the account and would have continued through -- till 
a very recent date. 

Q Now, in the course of your discussions with Mr. 
Cowett, what, if anything, was said about the profits earned by 
Arthur Lipper Corporation and other brokers as a consequence 

of the New York Stock Exchange commission rate structure? 

MR. LA PRADE: I object to that question. 

HEARING EXAMINER BLAIR: Let me hear the question. 

(Whereupon, the pendim question was read back 

by the reporter.) 

HEARING EXAMINER BLAIR: What's the basis? 

MR. LA PRADE: Well, it implies that the reason 
that he made these profits was because of the New York Stock 
Exchange commissions. 

HEARING EXAMINER BLAIR: Now, this is what's being 
paid to him, the commissions, Mr. La Prade. 

How else can he make a profit, except through 
those commissions? 

I am just trying to understand_your objection. 

MR. LA PRADE: Well, the question implies that thik 
is the Only source of the profit, and I don’t think -- 

HEARING EXAMINER BLAIR: 1 didn't understand that 
being the only source, but there was a profit, apparently, 


from receiving tiew York Stock Exchange commissions. 
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MR.LA PRADE: Is that true, Mr. Lipper? 


HEARING EXAMINER BLAIR: I mean, it is part of the 
imcome, certainly. 

Overruled. You may answer. 

MR. DUDLEY: Would you like the question read 
back, sir? 

THE WITNESS: No. I recall the question. 

A I have stated to Mr. Cowett on a number of oc- 
casions -- certainly a number during the 1967-1968 period,-- 
that I believed the level of profit as earned by a member of 
the New York Stock Exchange during a primarily institutional 
business was unconscionably high, and that in fact all com- 
missions from institutions were negotiated, even though there 
was a minicum standard, the negotiation taking the form of 
the amount of service rendered, the smount of research, the 
quality of research, the amount of new issue allocation, the 


amount of bank deposits, the amount of insurance placed with 


opportunity where a broker who was receiving these profits 


could in effect give a benefit from these profits back to the 


the generator of the commissions, and that there should be 
| 
| 


institution by virtue of the amount of service he was willing 
to provide as opposed to the simple execution of an order. 
The commission is the same. 


(Continued on following page.) 
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Q Do you recall Mr. Cowett's response to you in 
this conversation or series of conversations? 

MR, LA PRADE: Can I get his answer re-read? 
to understand his answer. 

MR, DUDLEY: Certainly. 

(Whereupon, at this time, the witness’ last answer 
was read back by the reporter.) 

MR, DUDLEY: May I have the pending question, please? 

(Whereupon, the pending question was read by the 
reporter.) 

A Yes. 

Q What aid he say? 

A Mr, Cowett favored the introduction of any 
services that we could provide that would be of benefit 
either to IOS or the funds managed by affiliated companies. 

HEARING EXAMINER BLAIR: If I may interrupt you, in 
your previous answer, with resvect to your conversation _ 
about the unconscionable profit, you made reference to the 
fact that althought the New York Stock Exchange had a 
minimum commission rate, it was subject to~negotiations. 

THE WITNESS: Effective negotiations, not practical 
negotiations. 

HEARING EXAMIN. R BLAIR: Well, this is what I wanted 
to find out. ) i 


THE WITNESS: Not legal negotiations. 
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HEARING EXAMINER BLAIR: What is this that you meant? 

Negotiation ordinarily means that while we have a 
fixed price, we can talk between ourselves to determine whether 
another price would be suitable to us. 

Is that what you intendei to convey? é 

THE WITNESS: No, Sir. I was referring to the overall 
cost of transacting business, between a broker and a client, 
not as it related to a specific trade. 

I can pay security analysts either $15,000 a year or 
$60,000 a year. Presumably, I'm offering a better service 
with the higher paid analyst. 

And that’s a form of negotiation, because I'm getting 
the same commission dollar on the 20,000 shares of steel. 

HEARING EXAMINER BLAIR: But you're spending more. 

THEWITNESS: But I'm giving more, or at least, atcempting, 
to give more for it. 

HEARING EXAMINER BLAIR: In other words, what you meant 
is that the New York Stock Exchange commission rate was not 
subject to negotiation in the sense of changing your incore, 
but was negotiation with respect to changing your expenses 
in performing services; is that you -- is that what you 
referred to? 

THE WITNESS: That is correct. 

HEARING EXAMINER BLAIR: Go ahead. 


BY MR. DUDLEY: 
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Q During the course of these conversations with Mr. 


OF ny ergo yt sa gt 


Cowett, do you recall what, if anything, was said concerning 
the relationship between the New York Stock Exchange 


commission rate, and those charges -~ and those commissions 


o te Rty 8 & eeterre ee ate 


charged by members of the New York Stock Exchange, in the 


over the counter market? 


A I don't believe that that subject came up in that 


frame of reference. 


Q Did Mr. Cowett ever request that Arthur Lipper 
Corporation do anything which you believed to be against the 
New York Stock Exchange or SEC regulations? 

A No, sir. 

Mr. Cowett was more sensitive, perhaps than Ly 
to these areas, by virtue of his experience, as well as the 
whole IOS picture. 

At no time did he make any request to me that I 
considered improper. 

Q Are you aware of any occasions when other 
brokers tried to get the IoS related business? 

A Yes. ~ 

It's a very competitive business. There has 
been, as long as I have known the account, to the present 
day, extreme competition from all brokers that 1 know of, 
who have an jnternational or a foreign business, and many 


that have purely domestic operations. 186 
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Q Well, do you have an impression as to why you 


were successful in obtaining and -- in obtaining and retaining 


ae en te heehee oy st 


the IOS related business? 


A I believe that it was because IOS wished to, 
when it became necessary to centralize -- 

MR. LA PRADE: I think I'11 interpose an objection. 

I think a more direct way would be to ask him if he 
was told anything why he was getting the business. 

HEARING EXAMINER BLAIR: It appears speculative is the 
matter that you requested. 

So re-phrase your question. 
BY MR. DUDLEY: 

Q Were you ever told? 


A Yes. 


I was told that 10S, at the time that it became 
necessary to centralize its business, wanted to do sowiti ., 
a firm where it would be a truly important account, and could. | 
get the full attention and service of that firm. 

This would have been the case with Zuckerman, 
Smith and Company. sae 

Q Mr. Lipper, going back to your conversations 
with Mr. Cowett concerning the services that you could 


perform for them, did you ever discuss with them whether it 


was possible for IPC or its parent company IOS to return 


commissions to the IOS related funds? 


875 
A No, sir. 


Q Did you ever consider it your obligation to 
suggest to FOF, IIT management or Regent Fund, that these 
companies negotiate with I0S to reduce management fees? 

A No, I did not consider that. No, sir, I did not. 

I did not consider that any part of my business. 


In answer to the prior question, I must amend it. 


Had I believed that IPC were returning any 


portion of the shared commission to the fund, we would not 
have shared those commissions with IPC. 
Q Why not? 

A Because it was my understanding that this would 
have been a rebative practice, in which we would have been 
playing a role. Because the fund itself was not qualified 
to receive a portion of those commissions. 

Q You say rebative practice. Would you explain 
what you meant? 

A The sharing of commissions with a client not 
in accordance with the effective regulations. 


What effective regulations? 


Those that I believe to be in effect at that 


By some, some self-regulatory bodies? 
By either -- by any of the bodies with which 


we had to concern ourselves. 


Q Do you recall when you may have had discussions 
with Mr. Conwell in this regard? 
A It would have been during the subject period. 
Q Well, would it be late in '67 or early -- perhaps 
early '68, to the best of your recollection? ‘ 
A It would have most probably been in early ‘68, to 
the best of my recollection. 
Yes, we did have these discussions. 
Q What did Mr. Conwell tell you? 
A That the sharing of commissions from transactions 
involving registered investment companies, was not unlawful. 
HEARING EXAMINER BLAIR: May I hear the answez 
again, please? 
(Whereupon, a portion of the record was read back 
by the reporter.) 
BY MR. DUDLEY: 
Q Did there come a time, Mr. Lipper, when Arthuz 
Lipper Cozrctation made no charge with respect to transactions | 


\ 
in the over-the-counter market, for registered investment 


companies? ii 

A There did. 

Q When did that occur, if you can recall? 

A Well, that was in 1968. At some -- later in the 


year, I would have thought. 


Q Did you discuss this matter with Mr. Conwell? 
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Yes, I did. 
Q What did he tell you? 
A That I probably would have problems with the New 
York Stock Exchange, but that that was not unlawful. : 
Q During 1966, 1967 and 1968, were you personally 
aware that Fund of America was instructing brokers to give 
up commissions to IPC? : 


A No, sir. 


Do you know Bernard Dishy? 


Q 
A No, sir. 
Q 


Do you know any person at the brokerage firm of 
Dishy, Easton? 
A No, sir, 


Q Do you know Mr. Carney, a partner of Hertz, Warner 


No, sir. 
Do you know aaieeiia else at Hertz, Warner? 
No, sir. 

Q Were you aware, during 1967 and 1968, of any 
arrangements between Dishy, Easton; Hertz, Warner and IPC, 
involving give-up practices? 

A No, sir. 

Q Do you know Raymond Grant? 

Yes, sir. 


In what capacity? 
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A He was a senior executive of IPC. I think he's 


Q Were you personally aware that during the -- at 
any time during 1967 or 1968, that IPC was sending your firm 
reports on commissions received by IPC, as a result of give- 


ups? 


A Yes, sir. 


. 


Q Do you know why Mr. Grant sent you these reports? 

A These reports related to shared commissions from | 
regional exchanges, and came from Jefferies and Jablonski 
as well, and Grant had -- were sending the information to me. 
so that we might monitor the information, collect it for 
Mr. Cowett, because it was my firm who Imew what the trans~ 
actions were on the regional exchanges, which would have 
generated the commissions, which were capable of being shared | 
in the first place, whereas IPC was simply the recipient, | 
and it was just part of the overall coordination service and | 
function that we performed for Cowett and i0S. 

Q Do you know Mr. Rosner? 

A Yes, sir. 
Q Who is he? 
A 


Sidney Rosner is a partner of Rodenberg, Tallnan & 


Q Do you recall that in 1967 you had discussions 


with Mr. Rosner concerning the purchase of Keystone sas ee 


Company stock? 

A Yes. 

Q Would you describe that transaction to ."us and 
the role, if any, say by Arthur Lipper Corporation? 

A Fund of Funds held a bleck of Keystone Management 
Company stock. Rodenberg, Tallman had a buyer, corporate 
buyer for that block of stock. 

| I don't recall if they came to me asking would 
Fund of Funds sell the stock, or if they went to Fund of 
Funds directly, and Fund of Funds related the answer back 
through Lipper Corporation, as to yes, we would sell the 


stock at the following price. 


weeks of going back and forth on terms. And it would have 
been in that connection that I spoke to Rosner. 

Q Did Arthur Lipper Corporation act as a broker 
in this transaction? : 


A No. 


| 
! 

This was, as I recall, a matter which took two 
| 

| 


Q Did you receive any commission in connection 


with this transaction? 


A No. 


| 
Q Mr. Lipper, were you ever associated with a 
company called Financial Institutions in Growth Fund? | 

A Yes, sir. : 


Q Would you please describe Financial Institutions 


PG 


Growth Fund, and your association with that fund? 

A Financial institutions of Growth Fund was one 
of the original wholly-owned mutual funds, wholly owned 
by Fund of Funds, with the original five of the so-called 
proprietary funds. : 

I was a director of that fund, I believe since 
its inception. 
There came a time when the president of the fund, 


Mr. Abe Bernstein, was advised that some conflict existed, 


and he should no longer be president of the fund, as he was 


the portfolio manager of the Fund of America at the same time. | 


On an interim basis, as it was felt the fund 
had to have someone to fill the role, I was asked to serve 
as president of the fumd, which I did for a short period 
in 1966. 


This was done with full approval, knowledge and 


approval of my partners at Zuckerman, Smith, and was con- 


sistent with New York Stock Exchange Regulations at that time. 
Q Do you recall when you terminated your association 
with Financial Institutions Growth Fund? ~ 
A Well, it would have been -- my recollection is, 
it would have been the end of 1966. 
Q Would you describe the circumstances under which 


you terminated? The reasons why? 


A I would a -- Mz, Lawrence Grubb became the 
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president, or became the portfolio manager. My -=- just at 


about the same time the fund would have gone out of existence, 
and would have become an account of the FOF Proprietary Fund 
Limited but I am not clear as to exactly the timing. 
Q Who is Mr. Lawrence Grubb? 
An independent investment adviser. 


(Continued on next page.) 
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Q Mr. Lipper, did there come a time when it became 


necessary for Arthur Lipper Corporation to raise additional 
capital? 

A Desirable for Arthur Lipper Corporation to raise 
additional capital, yes. 

Q When did that occur? 

A Shortly after we began clearing for ourselves in 
the end of 1967, the beginning of 1968, 

G Would you explain the relationship, if any, be- 
tween the fact that you began to clear for yourself and the 
need for additional capital? 

A We were in a unique position, in that we had a 
large institutional client who was obliged to give us a sig- 
nificant amount of brokerage and did not have the ability of 
going to es many brokers as, perhaps, the account would have 
desired by virtue of the settlement order. 

Although ours was a riskless operation from the 
standpoint of a provider of iia capital, in that we 
did not take any investment positions of our own. 

We did not have a trading account, as we did not 
engage in underwritings, as we did not engage in commodities. 
We were purely a service organization. 

Nevertheless, a large -- very large percentage of 
our business came from one account, which was a highly con- 


troversial account even then. 
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We had difficulty in finding sources of sub- 


ordinated capital. 

Q Did you ultimately find the source of subordi- 
nated capital? 

A Ultimately we did. 

Q What was that? Would you explain that trans- 
action to us, please? 

MR. LA PRADE: May I interrupt a moment, please? 

I'd like to hear the beginning of Mr. Lipper's 
answer, 

HEARING EXAMINER BLAIR: The last answer? 

MR. LA PRADE: Yes, sir. 

(Whereupon, the pertinent portion 

was read back by the reporter.) 

MR. DUDLEY: Wouid you repeat the last question. 
(Whereupon, the pending question was read back 
by the reporter.) 

A Yes. The source of, or the <-- the source was my 
brother, A. Michael Lipper, for whom I arranged a loan from 
Guinness Nahon & Company, merchant Vee ene Lendon, England. 

I shouid explain that there would have been no 
problem in my obtaining a loan directly for the purpose of re- 
lending it to the firn. 

However, both Willie, Farr and our accountants 


advised me that because of my, at that time, 90-odd baneentage 


890 
in the firm, that any moneys which I lent to the firm would 


as the firm needed no money, in that it was not involved in 
principal activities, but only had a New York Stock Exchange 
requirement for the capital, it seemed foolish to run the 
personal risk of having a half a million dollars of ordinary 
income ascribed to me simply by the firm repaying the loan so| 
I could repay someone else. 

My brother, who was not a stockholder of the firn, 
but was an officer of the firm, did not have this tax problem. 
Therefore, I arranged for him to borrow the funds from Guiness 
Nahon, which were then lent to the firm. 


Guiness Nahen & Company, in accordance with the 


most probably be deemed a dividend upon the repayment, and 


Stock Exchange practice, raised any lien against the fira, 
but -- and restricted their recourse to my brother, Michael 
Lipper. 

Q And I0S guaranteed the loan from Guiness Nahon to 
Michael Lipper? 

A They guaranteed Michael Lipper's credit based upon 
the obligation of Arthur Lipper Corporation to Guinnes Nuhon. 

Q Do you recall when -- 

A They did not -- 

Q Excuse me, 

A They did not guarantee Arthur Lipper Corporation. 
They guaranteed Michael Lipper's credit to Guinness Nahon & 
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Company. 


HEARING EXAMINER BLAIR: Arthur Lipper Corpo- 
ration was not obligated to Guiness Nahon, from what I under- 
stood you to say. 

THE WITNESS: That's correct, sir. Arthur Lipper 
Corporation was obligated to pay Michael Lipper a half a 
million dollars. 


BY MR. DUDLEY: 

Q Do you recall when Arthur Lipper Corporation ob- 
tained this loan? 

A Early in 1968. 

Q What was the amount of money? 
A $500,000. 
Q 


Was that later raised? 


HEARING EXAMINER BLAIR: Very well. | 


é 


A That was later raised by another $500,000, covered 
similarly by the -- by ICS guarantee. 

Q Ne you recall how long the loan was outstanding? 

A Until November of 1969. 

Q Did there come a time, Mr. Lipper, when you 6t~ 
tempted to lower the commissions charged by Arthur Lipper Cor- 
poration on over-the-counter transactions? 

A Yes, sir. 

Q When did that occur? 


In the spring of 1969. 


892 
Q What was your proposal? 


A To charge the -- a flat per share rate of 6 cents 
per share on all over-the-counter transactions. 
Q Is this with respect to 10S related funds only? 
No, sir. 
For whom? 
For all clients of the firm. 


Did you discuss this proposal with Mr. Conwell? 


ee a 


Yes, sir. 

Q Do you know whether Mr. Conwell discussed this 
proposal with the Staff of the New York Stock Exchange? 

A I believe he did, yes. 

Q Do you recall what, if anything, Mr. Conwell may 
have told you concerning the attitude of the Staff of the New | 
York Stock Exchange concerning your proposal? 

& They were unhappy about it. 

Q Why was that? 

A Because they felt that the charging of 6cents a { 
share could be rebative in that it did not represent a profit-| 
able level of transactions, and that we were doing business } 
with the same accounts in listed securities, and that, there- 
fore, there was some form of rebate, because we were not making 


as mich money on the unlisted as we were on the listed. 


Q Do I understand your answer to mean that if -- 


MR. LA PRADE: ‘Well, I am going to object to that 
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question. 
MR. DUDLEY: I haven't finished it yet. 
HEARING EXAMINER BLAIR: Let the question be 
asked. 

Q Do I take your answer to mean that the New York 
Stock Exchange felt that if you charged a client for whom you | 
did business on the New York Stock Exchange 6 cents a share 
on over-the-counter market transactions, that you were in some 
way rebating the charge made on the New York Stock Exchange 
transactions? 

MR. LA PRADE: I am going to object to that. 
HEARING EXAMINER BLAIR: Overruled. 

A That was their specific statement, that had we not’ 
done business with the same client on -- in listed shares, 
that they would have interposed no objection. 

It was because we were doing both listed and un- 
listed business that they believed there was some sort of 


rebate. 


HEARING EXAMINER BLAIR: You are saying that the 


effect of reducing the over-the-counter commissions would have) 
the effect of averaging out all commissions if you were doing 
New York Stock Exchange business with the same person? 
THE WITNESS: In the same number of shares. 
HEARING EX AMINER BLAIR: If you lowered your OTC 


commissions? : s, 
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THE WITNESS: Yes, sir, if we lowered our 


OTC commissions, exactly. 

MR. DUDLEY: May I have just a second at this 
time, sir? 

HEARING EXAMINER BLAIR: Yes. 

(Discussion off the record.) 

MR. DUDLEY: All right, I have no further ques- 
tions, your Honor. 

HEARING EXAMINER BLAIR: Thank you. 

In accordance with our previous arrangement, we 
will take the luncheon recess and resume at 1:00 o'clock for 
cross-exanination. 

(Whereupon, a luncheon recess was taken at 

11:30 o'clock a. m.) 
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BY MR. LA PRADE: 

Q Now, you testified this morning, that when you 
started your broker-dealer firm, you had an understanding 
that you were going to get business from IOS; is that 
correct? 

A That is correct, sir. 

Q Can you give us the basis of your understanding? 

A The establishment of Arthur Lipper Corporation 
was an outgrowth.of a suggestion made to me as a partner 

of Zuckerman Smith & Co., that Zuckerman Smith establish 
a Geneva and Loncon office, to facilitate compliance with the 
settlement order. 

Q This was a communication that was made to you 
from a partmer of the firm of Zuckerman Smith? 

A No, sir, from Ios. 

Q ros. 

Who, in IOS? 
Mr. Cowett. 
Q What did Mr. Cowett tell you? 
A Mr. Cowett asked if Zuckerman Smith would like 
to open an office in Geneva and London, for the purpose 
of being the central coordinating agent for the handling 
of the flow of brokerage transactions. 


I had assumed that Zuckerman Smith would welcorne 


the opportunity. 20 7 


In presenting the matter tothe partners of 
Zuckerman Smith, they subsequently informed me that they 
would prefer not to have the responsibility of foreign 


offices. 


é 


I then stated to them that I felt this was an 
qpportunity that I would have to pursue for myself, would they 
help me establish ee firm, would they clear for the firm, 
etcetera. 

Q This is Zuckerman Smith, right? 

A This is Zuckerman Smith, 

They said yes, they would. 

I reported back to IOS that Zuckerman Smith 
would not go forward and open foreign offices, but given the 
Opportunity, I would be delighted to form a firm and open 
said offices, and that the ciearance functions could be 
handled by Zuckerman Smith. 

Q Now, was that Mr. -- were those Mr. Cowett's 
exact words; that you quoted earlier; a central clearance 
agency? 

No, sir, those would be min. 

What were Mr. Cowett's words? 

A I can't recall. This was almost four years ago. 

Q Was there any understanding of <= prior to your 


commencing operations, was there any understanding between 


yourself and IOS, to the effect that specific cleo sf aa 


be directed through your firm? 
| A No, sir. There was =~ sacemnealt Smith had been 
the prime broker for one of the proprietary funds -- on the 
proprietary funds, which, I guess, by that time was also 
proprietary fund account , namely National Institutions Growth: 
Fund. 
. 

The assumption was that that would continue. 

Q Wasn't it more than an assumption? Weren't 
you told it was going to continue? 
A I don't think I can say yes to that, sir. 

The assumption was that Arthur Lipper Corporation 
would be well sooenmaued in brokerage for the expense and 
risk of establishing a business which was established at that 

time primarily to serve, OF at least, in that form, primarily | 
to serve one account. 

There was no quastion in my mind that we would 
receive a very substantial amount of brokerage business. 

Q Well -- 

A There was not an understanding in the sense that 
there was an agreement to give it to us. -. 

Qo. There was no written agreei ent? 


Therewas no written agreement. 


A 
Q Wasn't there an oral agreement? 
A 


I can only answer the question by saying that 


if they had, in May, after we were established, at the end 
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of March, decided not to give us another penny's worth of 
business, I would have been terribly disappointed, but would 
not have felt I had legal grounds to take an action, so I 
cannot agree that there was an agreement. 

Q Could you have continued in business? 

A With the size staff we had in May, yes. 

Q Would you have started your own operation from 
March of 1967, if you did not expect to receive any of the 


TOS business? 


A - No, sir, I would not have. 


Q Was there any discussion between yourself and 
Tos, as to specific dollar amounts of business that would be 
directed through your firm? 

A No, sir. 

Q Was there any discussions between you and anyone 
connected with I0S, prior to March of 1967, concerning the 
manner in which orders would be placed through your firm? 

A I don't understand the question, sir. 

Q Well, was there any discussion -- let me 
approach it this way: 

When did you first add: aus from any 
IoS affiliated fund? 
A I have already testified I think thatwould have 


been either on the day the firm began, o7 the following day. 


Let's say April 1, April 2. 
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However they fell in the week. 

All right. 

Now, prior to April list and about April Ist, 
did you have any discussions with anyone at IOS concerning © 
the amount of >usiness that would have to be directed to your 
firm, in order for you to meet operating expenses? 

A’ No, sir. 

Q Were there -- in receiving the orders from IOS 
were you ever directed at April of 1867, to give up a portion 
& the commission? 

A I do not recall whether I was directed. It wes 
clearly my understanding that I would be reauired to give up. 

Q What is the basis of that understanding? was 
that as a result of any discussions you had with Mr. Cowett? 

A I don't believe there were any specific 
discussions, but it was not only industry practice, but 


IOS practice. 


Q What was the IOS practice that you knew of, at 


the time? 


2 ~« 


A To require brokers, executiig orders, to share 


commissions with other brokers. 


ae ewe 


Q Now, did you know at the tims the percentage cf 
give up that IOS would usually require a broker executing 


a transaction on their behalf? 


rane 


. ° . . 
wn eee ee 


A Yes, sir, about 50 percent. 


= 


ke & ek ek ee ek * 


was nouse to either funds, except through the purchase of 
research, but there was no possibie advantage to IPC, Ios 
of the New York Stock Exchange generated commissions. 

HEARING EXAMINER BIAIR: What your saying in that 
answer that you just gave, 1s that there is a tremendous 
amount of brokerage trat IOS affiliates were not taking 
advantage of in the terms of getting give-ups or services, 
or just what is it? 

THE WITNESS: ‘That IOS had not direct -- no way of 
benefiting, nor did the IOS managed funds have ines way of 
benefiting been these very large amants of stock exchange 
commissions. 

HEARING EXAMINER BIAIR: You're saying that they 
were entitied to benefit from it, is thatit? 

THE WITNESS : Well, it's my belief that the commission 

| 
rates, New York Stock Exchange commission rates, were at an 
unrealistic level, and that they certainly Jo have ben @& 
high as the were 

HEARING EXAMINER BIAIR: Weil, I'm sti1i just trying 


to understand ycur last answer, when you said that there was 


| 
| 
a lot of brokerage that was going to waste or that no one | 


wanted, couid not use. 
THE WITNESS: There was no utility for, within the 
IOS orbit. 


HEARING EXAMINER BIAIR: Weii, under the ruies, I0S 


£12 
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when it wanted a transaction executed, had to pay a certain 
émount of commission, 

THE WITNESS: Right. 

HEARING EXAMINER BIAIR: So, after they paid he 


@ 


under the ruies they were entitied to nothing; isn't that 
right? 

THE WITNESS: That's absolutely correct. 

HEARING EXAMINER BLAIR: Then what is it that you 
meant by the answer to the question? 

THE WINESS: That there was no reason for giving 
it to any particular firm because it didn't benefit it, 
either IOS or the funds. These were Just enormous amounts 
of money which, frankly, the brokers were not earning, or 
could not justify, in my Opinion, and it esos! Abed I can 
only say that -if_the transactlionhad been done on a regional 
exchange then there was Some benefit, at least I0S derived 
from he beac) 

HEARING EXAMINER BIAIR: You mean by reason of the 


commissions on the regional exch nge? 


THE WITNESS: Because theycouid have been shared 


by IPC. 
HEARING EXAMINER BIAIR: On over the counter or a 


member of NSD? 


THE WITNESS: on regionai as well. 


HEARING EXAMINER BIAIR: . On regional. 


“ia 
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THE WITNESS: But the New York commissions coui1d 


not.be shared with anyone associated with IOS, and these were 


Juat.big-piles of money, Sort of floating around. 


HEAR, NG EXAMINER BIAIR: There wee large amounts of 
money that IOS couldn't reach because of the New York Stock 
Exchange Ruies, is that it? 

THE WITNESS: That's correct. 

HEARING EXAMINER BLAIR: Okay. 

BY MR.. LAPRADE: 

Q I take it your testimony is that you do notthinic 
very highiy of the New York Stock Exchange Commission Rate 
Scheduie? 

A J_ feei ttt the New york Stock Exchange Commission 
Schedule, as it existed in 1967, as well as -- well as it 
existed in 1967, was unrealistic and unfair and it related 


ta the institutional investors. 


(Continued on next page.) 
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Q Well, if this wasyour belief, whydid you use it in 
1967 and '68 in executing transactions on behaif of IOS 
portfolio -~ IOS affiliatedfunds in the over the counter -- 


I withdraw the question. 


If this was your belief in 1967 and '68, why did 


you in executing nrtfolio transsct IS on behaif of IOS 
affiliated funds, in the over the counter market, charge the 
minimum New York Stock Exchange Commission? 
a Because Iwas advised that I had no other choice. 
HEARING EXAMINER BIAIR: Who advised you of that? 
THE WITNESS: Mr. Conwell. 
BY MR. LAPRADE: : 
Q Well, who was Mr. Conwell at this time? 
You testified he was an attorney at Wilkie, Farz; 
is that correct? 
A He stil11 is, as he was. 
He stiii is, right. 
What was his affiliations with IOS, or any IOS 
fund, in 1966? 
A I believe that he was a director of Fund of Funds 
= the law firm of Wilkie, Farr represented IOS in at ileust 
certain mattrs in the United States. 
He was aiso a director, I believe, of one other 


fund, but I am not certain. 


Q Now, can you teil us specifically when sia aid 


940 


versation occurred, between yourself and Mr. Conwell, werein 
he informed you that you had to charge the minimun New York 
Stock commission on over the counter transactions? 

A The reason that I'm delaying, 1s that Mr. Conweil 
had his -- had an automobile accident amost immediateiy after 
the formation of the firm, the 1iteral formation of the firn, 
and the conversations with Mr. Conwei1 were delayed for 
severai months. 

I cannot specifically recali thedates, Mr. LaPrade. 

Q Well, can you specificaily recall the year? 

A Yes. I am of the distinct impressionit would have | 
1967. 

Q Can you te1i us what -- can you te11 us what Mr. 
Conweli reported to you -- I withdraw the question. 

Did he identify thepeople with \‘hom he had discussed 
this, at the New Ycrk Stock Exchange ? 

A No, sir. 

Q Let me ask you this: Did you present Mr. Conwell 
with the question that you wished to execute orders in the 
over the counter market? 

A No. 

Q Did you have any discussions -- how did Mr. Conveil1 


did -- know that you intended or desired to execute portfolio 


transactions for IOS affiliated funds, at less than the New | 


York Stock Exchange, commission in 1967? 216 


MR. DUDLEY: Objection, yourHonor. I don't think 
that was his testimony. 
HEARING EXAMINER BIAIR: It wasn't his testimony, 
but there is testimony to the effect that mr. Conwe1i gave 


him advise with respect to the fact that the New York Stock 


941 
| 


Exchange commission scheduie of minimum commission, should be | 
followed on over the counter transactions, and, Mr. LaPrade, | 
which I think is a fair question, 1s asking how did Mr. 

Conwell know you were interested in the answer to that question. 


| 
MR. DUDLEY: We1i, couid I Just have the question 


| 
HEARING EXAMINER BIAIR: Sure. 
} 


(Whereupon, @ portion of the record was read by the 


Reporter.) 


i 


HEARING EXAMINER BIAIR: I hae rephrased the quest: on, 
to simply ask, how did he know he was interested in the New | 
" York Stock Exchange view on that? | 

MR. IAPRADE: I can rephrase the question. | 
BY MR. LAPRADE: “ 

Q Did you ever communicate to Mr. Conweil that you 
were desirous of executing portfolio transactions on behair 
of Fund of Funds or any other IOS affiitated fund, at less, 
in the oer the counter, at less than the New York Stock 


Exchange commission? 


A Yes, sir. e17 
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Q I take it this was at the time around Mr. Conweil's 
auto accident? 

A I believe so, sir. 

Q What did you teil Mr. Conwe1i? : ‘ 

A That -- I believe that I asked Mr. Conwell simply 
his opinion as to whether or not we were required or would be 
welladvised to follow the industry practice of charging the 
minimum New York Stock Exchange rates for over the counter 
transactions, as well as for listed trans: «tions. 

Q Now, in point of time, when did this discussion 
take place? 

Did this discussion take piace at the inception of 
your firm or did it take place Subsequent to the commencerent 
of business by your firm? 

A Most probably subsequent. 
Q Did it take piace prior to your conversation with 
Mr. Cowett, that you testified about this maning? 

HEARING EXAMINER BIAIR: Which one? There are a 
number of them. ~. 

MR. LaPRADE: Weli, the one in which he represented 
to Mr.Cowett that he thought that the -- that the profit as 


earned by a member of the stock exchange was unconscionably 


‘high and that -- 


“£18 


HEARING EXAMINERBLIA IR: All right. 


A That discussion, or those discussions with Mr. Cowett, 
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preceded even the formation of offer with the corporation. 
Q The ones that you testified about this morning ? 
A Yes. That was a running dialogue between Mr. 


Cowett and myseif. 


’ 


Q Now, do you ever recail having a conversation with 
Mr. Cowett, after you had been in business, in your own 
firm, of Arthur Limer corporation, wherein you represented 
to him that you were making so muchmoney you didn't know what 
to do with it? 

ie There was a conversation which could be So character- 
ized. 

Q Right. 


And do you recaii when that’ conversation took 


A I would think that particular conversation took 


piacesomewheres around the faii1 of '67. 
Q The faiiof ‘67. 
Do you recall what Mr. Cowett told you at that time? 
He told me nothing. we discussed -- 
let's get your words. What did you teii nim? 
That -- I reflected tc ™, Cowett that the rate of 
commission business coming to Arthur Lipper Corporation was 
, Such that I was anxious to find other services which we could 
perform in the ruies, within theregulations of the New Yor 


Stock Exchange, for IOS; without charging a fee, or some 


219 


benefit that we couid previde for the funds, as managedby 
Ios. 

Cowett's reaction was positive. We discussed a number of 
possibie services to the funds, and to IOS, additional 
communications faciiities, additionai use of the computer. 


What eise? 


Q Well, did you have any discussion about-decreasing 


IPC during this period of time? 
A No. Not at that discussion, 


ra) 


Q Did you volunteer +o Give any money back to any of 


| 
| | 
or increasing the amount of monies you were Siving up to | ; 


the funds? 


A No, sir. 


oa ig eon eens Bae EF) NE ENP MOREE 
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Q Did you discuss decreasing the charge that you were 


collecting for executing these transacticns in the over the 


mae mn meme tee 


counter market, on behalf of the I0S portfolio -- Ios 
affiliated funds? 


A Weil, we were -- the answer would be no, because 


what we were retaining was about 30 percent of the gross 


Commission. 


Q Weren 'tyou Biving up 50 percent on over the counter 


transactions? 


A Yes. And I was Siving 20 percent to Zuckerman, 


Smith to clear the trade, 
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Q You were keeping 30 percent? 


That's about the way it broke down. 
With that you were making pientyof money? 
That was -- that was profitabie in amnof itself, 


Pa 


HEARING EXAMINER BIAIR: At this time we'i1 have 


- 


a ten minuce recess. 


(Whereupon, at this time a ten minutes recess was 


had.) 


(Continued on next page.) 
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HEARING EXAMINER BLAIR: The hearing will come 


to order. 
BY MR. LA PRADE: 

Q Now, you were talking about having to charge a: 
minimum New York Stock Exchange Commission on over-the-~ 
Counter transactions affected in 1967 and '68 on behalf of 
the 10S affiliated funda. 

What, {f any consideration did you -- I am sorry 
were you referring -- I will withdraw the question. 
| How did you execute these over-the-counter trans- | 
actions on behalf of the I0S affiliated funds, as agent 
or principal? 

A As agent. 

Q aa did you give any consideration to executing | 
these transactions as principal? 

A Yes, sir. 

Q And did you detente ~- did you, in fact, 
execute aiy on a Principal basis? 

A No, sir. At the outset in establishing Arthur 
Lipper Corporation wa made several firm principles, one 
of which was that we would not deal with any client as a 
Principal, which is the reason that we did not go into 
underwritings, and the reason that even at a time subsequent 


to that, which we are discussing, when we charged registered 


investment companies no commission, that we did that ag SEPDS, 


947 
Yather than as Principal. 


Q Why didn't you select other market makers to 
act as principal in these transactions? 

A Because it's been our experience that market 
makers take ufair advantage of an institution when they, 
in fact, know that they're dealing with an institution. 


Q Well, in executing your over-the-counter trans- 


ections on an agency basis, did you deal with the market 


Makers in thoge instances? 

A On occasion. 

Q And during this period of time wasn't it common 
knowledge on the Street that you were I0S's broker in the 
United States? 

A Yes, sir. 

Q All right. 

ee But we always transacted business for a number 
of other people in the over-the-counter market, and frequently 
used third-party brokers in dealing with the market maker 
where we felt that was necessary to pet the best execution, 

Q Okay. Now, when Me. Conwell advised you that 
you had to charge the minimum New York Stock Exchange 
comission on over-the-counter transactions executed on be- 
half of the 10s affiliated funds, did you complain of this 
és the Securities and Exchange Comnis sion 


A No, sir. 


Q And why didn't you complain to the SEC if you 
believed that the New York Stock Exchange Commission wag 
unscionable? 

A I have never viewed the Commission particularly 
sympathetic to the problems of I0S or Arthur Lipper. 

Q a Mr. Conwell ever report to you or identify 
those persons at the New York Stock Exchange that had given 
him -- I will withdraw that question. 

Did Mr. Comvell ever indicate to you that he 
had discussed this matter with anyone at the New York Stock 
Exchange? 

HEARING EXAMINER BLAIR: Which matter? 

MR. LA PRADE: In 1967, the charging of less than 


New York Stock Exchange comission on over-the-counter | 


actions? : | 
A No, sir. 
Q He never identified the identity -- 
A No. 
Q Did you ever visit the New wing Stock Exchange 
to inquire about this? 
A No, sir. 
Q Did anyone at your firm ever visit the New York 
Stock Exchange to discusg this with any member o£ the New 
York Stock Exchange? 


l, 
A Not to the best of my knowledge. 224 
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Q Did you ever send anyone from your firm to the 


New York Stock Exchange -- 
A No, sir. 
Q (Continuing) -- for this purpose? 
A No, sir. 
Q Did you ever call -- did you or anyone in your 
firm ever telephone the Exchange to get a ruling on this? 
A No, sir. 


Q Now, at any time have you ever had any dis- 


cussions with anyone, from 1967 through 1969, have you ever | 


had any discussions with anyone at the New York Stock Ex- : 
change with respect to charging less than the minimm New 
York Stock Exchange commission on over-the-counter give-ups -4 
8 No. 

Q (Continuing) -- I mean, over-the-counter trans- | 
actions? 

A Yes, sir. 

Q When did these take place in time, before or 
after 1967? 

A After. 

Q And when after 1967? 

A The discussion which I recall as having or 
participating in regarded the advertisement that my firm 
van offering to execute over-the-counter orders si in- 


stitutions at six cents a share. . 225 


Q When did this take place? 

A In 1969. 

Q Was this the first time that you had been to 
the New York Stock Exchange with respect to problems in 
aver-the-counter transactions? ' 

A This was my first personal involvement in a con- 
versation. 

Q All right. 

Now, who was at this meeting? 
This was on the telephone. 
Q On the telephone? 


A Yes, and I have the -- I recall that it was a 


Jim Swartz with whom discussions were held. 


Q Can you tell us what the substance of your dis- 
cussion with the New York Stock Exchange ~- with Mr. Swartz 
at this time was? 

A They were concerned with the fact that Arthur 
Lipper Corporation may not have been covering its costs or 
earning a profit on over-the-counter transactions at a six 
cents per share charge, ee 

Q Was the New York Stock Exchange doubting that 
you could do this at six cents per share? 

A Yes, sir. 

Q And did they ask you to prove to them whether 


you were meeting your cost? 22E 


951 
A Yes, sir. 


Q And was there eny discussion about having to 
make a slight profit also on a trensaction? 

A By implication, {f£ one covers one's cost, one 
makes a profit. 

It was not proposed that a precise break-even 

point be achieved. 

Q But the fact of some profit was the substance 
of your discussion? 


A That's correct. 


Q Now, when in 1969 did this take place, in the . 
summer, the fall? 
A No, the spring, sir. | 
The spring of '69? 
Early spring, late winter. 


This was after you had run your ad in the news- 


After they had approved the ad and we hed run 
it, yes, sir. 
Q The New York Stock Exchange had approved the cd? 
A Yes, sir. 
Q Who at the New York Stock Exchange approved 
that ad? 


A I don’t know the individual's name. It's the 


normal department which approves member firm advertising. 
227 


Q And did you submit the ad for their approval 
yourself personally or someone connected with your firm? 

A Someone connected with the firm did. 

Q Do you know to whom -- I will withdraw that. 

Now, during this period of time was there any * 
discussion, or were you told by anyone at the New York Stcck 
Exchange that you could not execute over-the-counter trans- 
actions at less than the New York Stock Exchange minimum 
commission? 

By someone at the Exchange? 

Yes. 

No, sir. 

At any time since 1966 or -- yes -- through 1970 
has anyone at the New York Stock Exchange ever told you that 
you could not execute over-the-counter transactions at lesa 
than the New York Stock Exchange minimum comaission? 

A No, sir. 

Q And the only conversations you had on this lina 
were with Mr. Comvel1? 

A No, sir. That's not the case. -. 

Q You had other conversations with respect to not 
being able to charge less than the New York Stock Exchange 
minimum commission on over-the-counter transactions with other 


‘than Mr. Conwell? 


A As far back as 1966 or '65 I believe I requested 
228 
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Goodbody & Company -~ I am sorry -- Zuckerman Smith & 


Company to ascertain whether or not the Exchange would per- 
mit the charging of a zero commission on over-the-counter 
t®tansactions for institutions as a means of inducing listed 
business. i 

Q And what were you told? 

A I was told by the Partner of Zuckerman Smith 
that this would not be permissible. 

Q Were you given a reason why it would not be 
permissible? 

A Because it would be considered rebative. 

Q And at the time you were discussing a zero 
commission; is that correct? 

A That is correct, sir. 

Q Outside of the discussion with the Partners of 
Zuckerman Smith, and Mr. Conwell, have you had any other 


! 


discussions during this period with anyone else with respect 
to charging less than a minimum New York Stock Ezchange 
commission on over-the-counter transactions? 

A Yes, sir. c 

Q Who were some of these other Persons with whom 
you have had these discussions? 

A Other associates or Partners of Wilkic, Farr. 

Q And who were they? 

A Mr. Raymond Merrit, and our general counsel, 
Mr. Klotz. 223 
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BY MR. DUDLEY: 

Q Mrs. Stuart, do you recall when Arthur Lipper 
Corporation began to clear its own transactions? 

A On November lst, 1967. 

Q Do you recall whether this created any problex 
with respect to the net capital rule? 

A Yes, it did.. It created a significant problem 
in that -- on 

Q Would you explain that, please, for the Hearing 
Examiner? 

A With the paper backlog that existed in the Street 


at the time we found ourselves faced with a fail problem 


computation with the New York Stock Exchange rule. 


Q What do you mean by a fail problem? 


' 
almost immediately, which created a capital preblem for | 


A We could not deliver to our customers and get 
paid for securities that they had purchased, and because the 
customer had not received securitics from other brokers, 
they were not able to deliver back to us, and it created fail 
which created capital charges for 325 puxposes. 


(Continued on next page.) 


HEARING EXAMINER BIAIR: In other words, sales to 
receive and sales to deliver accounts in your company, during 
1967, were of such proportions trat to cause a net capitai 
problem? 

THE WITNESS: Yes. 

BY MR. DUDLEY: 

Q Do you recaii if anything what Arthur Lipper 
Corporation did to remedy the situation? 

A We attempted to bring in some subordinated money, 
to heip with our capital. 

Q Was that finally accomplished? 

A Yes, it was. 

MR. DUDLEY: I have no further questions. 
MR. LaPRADE: TI have one question. 
REDIRECT EXAMINATION 
BY MR. LaPRADE: 

Q Huw was this, subordinated capital -- do you know 
the source of the subordinated capital that was brought in? 

A Arthur Lipper's brother, A. Michael Lipper, 
contributed $500,000 on a subordinated basis. 

Q Was it a contribution or was it a loan? 


A It was a ican. 


This was the loan with the Guiness, Mahon Bank? 


Do you Know. if anyone connected with Ios phe 6 bag 


that loan? 
A I believe IOS guaranteed the toan. 
MR. IAPRADE: I have no further questions. 
' MR. DUDLEY: No further questions. 


HEARING EXAMINER BIAIR: Thank you, Mrs. Stuart, 


(Witness excused.) 
: HEARING EXAMINER BLAIR: I understand, M:. LaPrade, 
that compites your case in chief, with M’s. Stuart? 

MR. LAPRADE: Yes. 

HEARING EXAMINER BLAIR: Very we11. That's with 
respect to a11 respondents? 


MR. LaPRADE: yes. 


MR. DUDLEY: We wouid expect tomil Mr. Aian 


| 
| 
you are excused. : 
{ 


Conwell, who 1s scheduled to come in at 11:00 o'clock tomorow 
morning. 
HEARING EXAMINER BLAIR: Olay. 


Off the record. 


HEARING EXAMINER BLAIR: Back on the record. 

At this time, there being nothing further this 
evening, we'li adjourn to reconvene at 10:30 o'clock A.M. 
on September 23, 1970. 


(Discussion off the record.) : 
(Whereupon, at 4:30 o'clock P.M. the hearing was | 
| 


adjourned to September 23, 1970, at 10:30 O'clocis Aum.) 


[Full Testimony of Allan F. Conwill] 


(Whereupon, at this time a short recess was 
HEARING EXAMINER BLAIR: The hearing will come 


MR. DUDLEY: Respondents call Mr. Conwill eo. 
the stand, 
Whereupon, 
ALLAN CONWILL, 


called as a witness, having been first duly sworn by Hearing 


| Examiner Blair, was examined and testified as follows: 


DIRECT 
BY MR. DUDLEY: 
Q Please state your fullname and address. 
A Allan Franklin Conwill. 
Home address is 481 Carlton Road, Wyckoff, 
New Jersey. 
Q What is your occupation? 


A I am a lawyer. 


Sane a. SS a ene ee a 


Q Where do you practice law? 

A In New York City. 

Q In what jurisdictions are you admitted to 
practice? 

A The State of New York. 


Q Are you a member -- a partner in a law firm? 
A 


2 
e 
. 
A I A 


Fr cnacenranamanteanenoseees © araeerc es ee A Se 


I am a partner in the law firm of Willkie Farr 
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& Gallagher, 1 Chase Manhattan Plaza, New York City. 

Q How long have you been a anities with Willkie 
Farr, Mr. Conwill? 

A perme January 1, 1956, 

a |. Prior to becoming a partner in that firm, what 

was your occupation? 

A I was a lawyer associated with the same firm, 
since my graduation from law school in 1849, 

Prior to that, I was a law student. 
Prior to that, for three and a half year, I was 

in the United States Navy. 

Q You were employed by the Securities and Exchange 
Commission, during this period, were you not? 

A Yes, sir. 

Q When was that? 

A From June 15, 1961 throuch June 30, 1964. 

Q Whatoffices did you hold with the Securities 
wid Exchange Commission? 

A For a very brief period, I was general counsel 
and for the balance of the time, director-ef the Division 
of Corporate Regulation, 

Q Could you describe briefly, your responsibilities 
as director of the Division of Corporate Regulation? 


A I had th staff responsibility for the adnmini- 


{ 
, stration of the investment company act of 1940, which I 


would say occupied most of my time, 

In addition, I had the staff responsibility for 
administration of the public utility holding company act. of 
1935, pus the overall staff supervision of the Commission's 
participation in reorganizations under Chapter xX of the 
National Bankruptcy Act, 

Q What is your present relationship; if any; to 
the respondent, Arthur Lipper Corporation? 

A My law firm and myself, particularly, are out- 
side counsel to the -=- to Arthur Lipper Corporation. 

Q How long has that relationship existed? 

A Since either late in 1966 or early in 1967, 
when I was instrumental in the legal work involved in the 
fo-mation of Arthur Lipper Corporaticn. 

Q Do you have any other relationships with Arthur 
Lipper Cozporetion? 

A I an sconeee., one of the trustees of the Arthur 
Lipper Corporation pension trust, and one of tha 


of the Arthur Lipper Corporation profit-sharing vlan 


™e 


exployees. 
Q Do you hold any positions with any other 
respondents in this proczeding, or any parent or subsidiary 


of a respondent? 


HEARING EXAMINER BLAIR: And I believe you'll 


have to ask first, are you aware of all the respondents in 
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this proceeding, and/or are you limiting it to Lipper 
Corporation? 
MR. DUDLEY: No, I°m not, your Honor. 
BY MR. DUDLEY: 

Q Are you aware of all the respondents in this ' 
proceeding, fx. Conwill? 

A Yes, sir, in the consolidated preceeding. 

Q You have described your relationships with 
arthur Lipper Corporation. 

Would you describe what relationships, if any, 
you have with any of the other secchuienhe inthis proceeding? 

A For Responcent 10S, Ltd., S.A., the prececessor 
af the corporation now known as 10S, Ltd., that is the 
abbreviation, Ltd., I am one of a nunber of lawyers and 
law firms who represents ros. 

I also represent extensively, nost of the 
mtual funds which are managed throuch affiliated corporations 
with IOS, and i am a director of cne -- of two of those 

mitual funds. 

One being the Fund of Funds, Ltd., spelled out; 
actear (2S Growth Fund, Ltd., and the other being a 
publically held management company which is a holding company 
of the various management companies which are affiliated with 
ws. The name of the corporation being Investors Overseas 


Services Management, Limited, spelled out. on Q 
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How long have you been a director of Fund of 


Since May 25, 1969. 
When was Arthur Lipper Corporation organized? 
A The preliminary work in connection with the 
| erganization, I would say, commenced at least in the discussion 
stage, late in 1966. 
The definitive work, with respect to incorpora- 
ting the corporation, acquiring its initial membership, or 
| gat, on the New York Stock FEuchange,; membership in the 
National Association of Securities Dealers, tnc., associace 
| wembership on the American Stock Exchence, were early in 1967, 
with the opening business date, as I recall, being April l, 
1967. 

Q In what capacity were you involved in the 
organization of Arthur Lipper Corporation? 

A I think it’s fair to say I was intimately 
involved in all phases of the orgenization, including the 
‘registration under the Securities Exchange Act, as a brceker- 
dealer; the subsequent registration under~the Investment 
Mivisers Act, as an investment adviser; and the acquisition of 
the New York Stock Exchange member corporation status. 

Q You were acting as counsel for Arthur Lipper 
Corporation in this capacity; is that right? 


A Yes, sir. 


1005 
Q Did your advice to Arthur Lipper Corporation, at 
a about the time of its organization, early 1967, relate to 
investment company brokerage practices? 
A In part, yes, sir. 


2 


Q During the early part of 1967, while you were 


awivising Arthur Lipper Corporation concerning the organization 


of that company, did you have occasion to twve discussions 
with personnel of the New York Stock Exchange? 

A Yes, sir. 

Q With whom did you have discussions? 

A I had a number of discussions on a number of 
cecasions during that period, and I do not recall all of the 
persons I talked to, but they would haveincluded Mr. Harold 
Schiowitz. 


Could you identify these individuals as you 


I can identify some of them by title and 


Mr. Schiowitz, I don’t recall his title. 

Mr. William Carr of the secretary's office, 
md his staff. 

Mr. James Schwartz, I believe of the Department 
cof Member Firns. 

Mr. Robert Bishop, who, at least presently, and 


I think at that time, was vice president and director of the 
7) ow 
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Department of Member Firms, 

Q What was the purpose of your having ijiscussions 
with personnel of the New York Stock Exchange, at this cime? 

A Almost exclusively informative, in connection 
with the launching of the new intieines member firms to make 
sure that we were starting out properly, in accerdance with 
all Exchancoe regulations, to the best of our ability, to mzke 
sure that we wre not falling into any snares, of which I 
might have been unaware, and in general, to make sure that we 
were complying in all respects, and would have a launching of 
the new member firm under as favorable circumstances as 
possible. 

Q Based upon these discussions, did you form an 
impression as to the rate of commission which was customarily 
charged byrember firms of the New York Stock Exchange, when 
they executed transactions on an agency basis, in the over 
the counter market? 

MR. LA PRADE: I'm going to cbiject to that 
question, I think we shouldfirst find out what he was told, 
oc what was told in these discussions. 

HEARING EXAMINER BLAIR: Overruled. 

You may answer, 

THE WITNESS: Yes, sir. 


BY MR. DUDLEY: 


Q What was your impression? 
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A Very definite impression that the appropriate 
charge was the minimum New York -- was equivalent to the 
minimum New York Stock Exchange Commission rate on New York 
Stock Exchange listed securities. 

Q Do you recall whether you were told this by 
any individual at the Exchange, in the course of these 
discussions that you had with’ them? 

A Bearing in mind, Mr. Dudley, that this is some 
three and a half years ago, I nevertheless believe I have a 
fair recollection that this was toid to me, probably by more 
than one person; and I'm confident it was told to me by Mr. 
Bishop. 

Q Do you recall whether you had any specific 
discussions with the staff of the New York Stock Exchange, 
at this time -- this would be early in 1967 -—- concerning 
the practice of giving up commissions by member firms in the 

ever the counter market? . 

A Is your question do I recall? 

Q Yes, 

A Yes, I recall. 

Q What do you recall, Mr. -- 

A No, sir. 

Q How frequently were you discussing with Mr. 


‘Lipper the various legal aspects of forming Arthur Lipper 


Orporation, during the early part of 1967? 249 
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A Literally, ona daily basis, Mr. Dudley, and 


normally several times a day. 

Q During the early part of 1967, were you ever 
specifically requested by Arthur Lipper, whether it '/as lawful 
and/or appropriate for Arthur Lipper Corporation to follow 
customer-directed giveup instructions, in respect to over 
the counter transactions, both generally and with respect to 
the IOS related funds? 

A I’m sorry; may I have the question read bacx? 

(Whereupon, the pending question was read back 
by the reporters.) 

A Yes, sir. 

And may I just make it clear for the record, 
when we refer to Arthur Lipper, we are referring to Arthur 
lipper III, because there is an Arthur Lipper Jr., his 
father, who is also a member of the New York Stock Exchange, 
md I have never met Arthur Lipper Jr. 

Q What was your advice to Mr. Lipper? 

A Thatover the counter giveups, or giveups from 


commissions charged on over the counter transactions, were 


| generally, and specifically with respect to funds managed 


by I10S,were entirely lawful. 
Q At the time you gave Mr. Lipper this advice, 
were you aware of any adjudicated case which was inconsistent 


with your advice? 


1009 
A On the basis of personal research, it is my 
belief that there was, at that time, no such adjudicated case. 
Q At the time you gave this advice, were you aware 
of any rules of any Stock Exchange, which related to giveups 
in the over the counter market? 


2 


A There were no prohibitive rules, and in fact, to 


my knowledge, at that time, the practice was acknowledged, 


recognized and at least, tolerated py all of the United 
States Stock Exchanges that I knew about, including the New 


~ 


York Stock Exchange. 


(Continued on the next pege.) 
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Q At this time, were you aware of any rules of the 
National Association of Securities Dealers which related to 
over-th2-counter give-ups? 

A No prohibitive rules, sir. 

Q Were you aware of any rules which in any way re- 
lated to whether it was permissible to -- for a member of the 
NASD to share commissions in the over-the-counter market with 
other members? 

A Yes, sir. Rule 25 of Article 3 of the Rules of 
Fair Practice. 

Q Do you recall in what sense that rule was appli- | 
cable? 

A In a somewhat reverse sense, you might say. it 
provides generally that a member of the NASD is not permitted 
to deal with a non-member broker-dealer on any terms diffcrent 
than the texms and conditions with which he deals with che 
general public at large. 


The effect being that he has to charge 4 non-member 


the same, and then it cites at least two illustrations of ema 


is prohibited with respect to non-members, ard from that, f 
think you, at least I, would make the clear inference that with 


members you can deal on a different basis, including the sharirg 
of commissions. 


Q Well, at the time yeu gave this advice, werc you 


aware of any pronouncements of the Securities aud Exchange 
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Commission, which related to give-up practices in the over- 
the-counter market? 

4 By "pronouncements," do you mean rules? 

Q Rules of the Securities end Exchange Commission. 
Start with thac. 2 

A Although there was adequate rule-making authority, 
in my opinion, in the Securities and Exchange Act, the Invest- 
ment Company Act of 1840, and the Investment Advisers Act of 
1940, this was untouched, virgin territory, as far as the 
rule-making authority was concerned, at this time. 

Q Were you aware of any Commission decision that | 
adjudicat:. cases, which related to this over-the-counter sive 
up practices, during this -- going back, the early part of 


1967? 


A There were no cases, to the best of my knowledge 
3 a o~3 


which stated, even indirectly, that an over-the-counter give- 
up was, per se, unlawful. 

The only case, really, that I recall having a 
Significant bearing on the subject, was a 1965 case entitled 
"In the Matter of Imperial Financial Services," where there 
was clear inter-positioning in transactions, many transactions 
on which commissions were charged in the over-the-counter 
market, but whereas it was set out factuaily in the Con- 
mission's opinion, the Commission's decision did not turn on 
those facts at all. 
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Q Were you aware of any studies of the SEC which 


related to over-the-counter give-ups? 


the Staff of the Commission? 
MR. DUDLEY: Either the Commission or the Staff.. 


I£ we could clarify che question in that regard. 


HEARING EXAMINER BLAIR: Are you referring now to 


A Yes, sir. AS regards the Staff, the special study 
of securities markets which was a Staff study, which made 
recommendations to the Commission, many of which were adopted 
and implemented, and which was published in part in 1963 and 
in part in 1964, was critical of give-ups from over-the-counter 
tronsactions, without taking the position that they were, per 
se, unlawful, and the study was particularly critical of so- 
called inter-positioning, that is for the purpose of earning 
comission, inter-aositioning a broker between the es 
ordering the transaction and the person effecting the trans- 
action, in order to reward that inter-positioned broker with 
compensation. 

The Staff study was very critical of that practice. 

Now, there was a later Staff letter, in July of 
1966, from Irving Pollack, who was director of the Division of 
Trading and Markets, addressed to each of the national stock 
exchanges, and the NASD, in which Mr. Pollacx made the cate- | 
§orical statement that, ard without qualification, as 1 recall,| 


that give-ups from over-the-counter transactions had long been 
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recognized as illegal and improper. 

And the last thing, at this time I recall, was 
an actual Commission document in December of 1966, the title 
of which was "Public Policy Implications of Investment Company 
Growth," the so-called mutual fund study which, at least one 
point made the statement not quite as swecpingly <s Mr. 
Pollack's letter had, but said in substance that give-ups from} . 
over-the-counter transactions, to a broker who exercised no 
necessary function in connection with the transaction, were 
long recognized as improper and unlawful. And that was a 
Commission study as distinguished from a Staff study. 

HEARING EXAMINER BLAIR: Was that a release, Mr. 
Conwill? 

THE WITNESS: A very elaborate release, Mr. Examiner . 


An actual book of perhaps 300 or more pages, of wnich was a 


comprehensive study of the investment company industry. 


Commission's reference to the give-up being inappropriate. 

I was referring specifically to the last reference you made to} 

the Cemrission itself having issued a statement. Was that 
.in the form of a release, investment company release? 


THE WITNESS: No, sir. It was a portion of the -- 


this 300-odd page study. But the 300-odd page study was a 


| 
i 
HEARING EXAMINER BLAIR: You are referring = | 


Commission document, as distinguished frem a Staff study, such 


as the special study of securities markets. 
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BY MR. DUDLEY: 


Q Mr. Conwill, did you consider these st 


of the SEC and all the Staff, as authoritatively binding upon 


the respondent, Arthur Lipper Corporation, with re 
the particular factuai situation -- with the parti 
in his case? 

A No, sir. 


Q Why not? 


A Well, in the first place, the first two so-called 


pronouncenents, I believe you used the term, were 


Staff, as distinguished from the Comnission itself. 


whereas, for example, the Pollack letter addressed 


various stock exchanges, which contained the most sweeping of 


the statements, of which I am aware, whereas I hav 


genuine respect and admiration for Mr. Pollack, I 


sider him as the final authority on this subject, particularly 


since in his letter, he went on to recognize the existence of 


atements 


spect to 


cular facts 


from the 
And 


to the 


@ a very 


~t do not con- 


the practice, and to urge sel ~regulatory bodies to unit in 


effect, to abolish the practice. 


I regarded the Pollack letter more in the nature 


™e 


of a position paper, urging an action by exchenges, 


in the nature of an advocate, a very persuasive advo 


and more 


cate, out 


an advocate, salami and therefore not entitled to the 


weight of lat. 


(Continued on following page.) 
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Q Would you describe your understanding of the views of 
the New York StockExchange concerning over the counter give- 
ups at the time you gave your advise to Arthur Lipper Corpora- 
tion, early in 1967? 

MR. Le2PrRADE: I am going to object to that question. ‘Z 
think it would be hearsayfor him to be transmitting the views 
of the New York Stock Exchange. 

HEARING EXAMINER BIAIR: Let me hear the question. 

(Whereupon, thepending question was read back by the 

Reporter. } 

HEARING EXAMINER BIAIR: Overruled. He's asking for 
Mr. Conwill's understanding. It would not be taking 10 as 
evidence what the New Y rk Stock Exchange <21d. 

Youmay answer. 

& Well, I beileve I stated carilier that I did not asic the 
question of the Stock Exchange, Mr. Dudtey, but it was 
certainly my understanding that the practice was least 
tolerated by the Exchange, and you wilirccall that at the 
end of the day yesterday you handedme a document which was 
intoduced, either for identificationor im oe lineee, by the 
staff, Ibelieve it was Division's Exhibit 78, which was a 
statement by M’. Keith Funston, was then President of the 
New York Stock Exchange, which omurred at a much later date 


than my advise to Arthur Lipper Corporation, but I beiiee 


that you wi1li find reference to this ery give-up Pree en fh 


! 
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that we are discussing, in that statement of Mr. Funston's. 
And not with a characterization that it is anyway uniawful. 
Perhaps with the suggestion that the member firms ought to 
do something about it. 

Q Are you aware of the practices put into effect by 
the Arthur Lipper Corporation, IOS and IPC, subsequent to the 
time you gave the advise you described? 

A Yes, sir. 


Q Could you describe your understanding of those 


practices? 


tnad -- I was aware of them, because they werein 


the process -- in the general posture of being developed at 


ef ! 
that time, aithought the order of settiement of it -- the ve 


A yes, sir. | 
| 


proceeding did not, which Ibelieve has been introduced in 


{ 
evidence in this proceeding, did not come until My. But they 


were being developed. | 
The idea was that IOS was not to do technicaily | 
what-- or otherwise, any activity subject to thejurisdiction 


™e 


H 
{ 
of the Commission. | 
| 


Consequentiy, 1f IOS or any of its affiiiated funds 


3 
or any of its fund managers, were to order directly in the 
| 

_ United States by communications of anynature, technically dee 


would be doing a jurisdictionai act, which would be contrary 


to the order as it was anticipated 1t would come One smd 


which in fact did come out. 

Therefore, the arrangement was made, and this is hearsay 
on my part because I didn't participate in it, but I under- 
stand, with the acquiescence of the staff of the Commission, 
that Ios would piace its orders for the purchase or saie of 
securities with either a bonified foreign stitoe of a United 

cates ie aa he the United ue, or with a 
foreign broker-dealer, and that bekeeeees in turn would 
cause the order to be transmitted for execution for someone 
in the United States. 

Now, the practical way that that was worked out, was that 
IOS would eieee é6 orders with London and Dominon Tiust | 
| 


Company, which 1s a@ British Merchant Bank, and/or broker-dealer: 


London and Dominon Trust Company would then reiate the order | 


tenrchue Lipper Corporation, which maintained from London to | 
New York, partiy at its east bad partiy at the IOS costs, 

a direct eateenonts communications dine, a5 well as direct 
telex lines, so that the order wouid be transmitted in London 
to Arthur Lipper Corporation. 

Arthur Lipper Corporation would -- Arthur Lipper London, 
Limated, the subsidiary, would transmit it to Arthur Lipper 
Corporation in New York and the order would be either executed 
by Arthur Lipper Corporation, or whoever éise may have been 


designated, one of say, any, as many as 100 firms, who might 


have been designated.. 
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This waa ail prior to the anti-give-up amendment to the 
New York Stock Exchange constitution on December 5, 1968. 
The order would ‘hen be executed; Arthur Lipper Corpora- 
_ tion in New York would be notified of the results of the 
| ‘eucgapeaate number of shares bought or solid. He 


‘would ~~ his company would then transmit thet information 
yo 


- back to his London cetdines. who in turn would transmit it 
“ London and Dominon Trust in London, who in turn would 
transmit the infcrmation on a directiline to the particular 
IOS managed fund, in Gineva. 

Now, that's a very iorg windedexplanation, I realize, but | 
it's been my own experience, from visually observing the 
procedure, that it can be done in approximately the time it 
took me to pentane your question. 

@ At the time that you were advising Arthur Lipper 
Cerperseten in the Caine part of 1967, were you a director 
of Fund of Funds at that time? 

A yes, sir. 

Q Were you present at anymeeting at the Board of 
Directors of Fund of Funds, at which peers practices 
engaged in by IOS, were discussed? 

& Yes, sir. 


Q Doyou recaii when the first meeting of the Board 


of Directors -- at which meettng it was first discussed? 


if 
| A Weil, the practices were probably discussed, to the 
| 


£93 


which would have been in Geneva, in May of 1965, that is 
reciprocal practices, give-up practices in general. 

In terms of very specific werntsenyees I recall very 
vividiy a very detailed discussion at the meeting of the 
Fund of Furs Board, held in eka: in amy March of 1966, 


and I have a very good ‘reason for that -- 
¢ 


1019 
best of my recollection, at the first meeting I attended, 


Q Excuse me, Mr. Conwill, that was before, of course, : 
the Arhlur Lipper Corporation started in business? | 

A Yes. But I understand your question to bewere 
the reciprocal and give-up practices discussed at Fund 
Boards. 

Q Yes. 

A And they certainly were. In great detail, particularly 
at that March meeting, and I would say at every meeting : 
thereafter. : | 

In February of 1966, the Securities and Exchange 
\ 
Commission had entered an order instituting broxer-dealer | 
proceedings against ICS and several other named respondents, 
and it was a rather lengthy order, and’many pages of that 
order were devoted to a description of brokerage commissions 
which had been directed to Jesup & LaMont for the credit of 
@ registered representative with Jesup & LaMont, one Gloria 


Martica Clapp, of Nassau, in the Behammas. 


It was rather elaborately described in the order, and 
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the subject had some rath. inherent news value, I would say, 
and I don't say that invidously as to the staff of the 
Commission. 

It was just fasinating that a woman in the Bahammas woud! 
receive, over a brief period of time, some 750,000 doliars, 
I beileve was the figure in the order. 

That was given wide spread publicity, and if you had 
Mrs. Clapp, as I had, you would readily understand why it 
had inherent newspaper vaiue. 

But, with aij of the publicity, we would have had to 
have been deaf, dumb and biind directors not to have raised 
the question and discussed it extensively, particularily since 
theproceedings presumably was in part based on that, aithough 
no violations were alleged in respect of it. 

But, they were discussed respectfully at that cime, at 
which meeting I believe ai1 directors were present, pilus our 
outside counsel at that time, Mr. Miiton Cohn. 

They were discussed extcnsively in the Board meeting in 
Geneva in the summer of 1966; in the Board Mecting in Hong | 
Kong in November of 1966; and it's been @-general subject of | 
‘discussion at every Fund of Funds Board meeting tlt I have : 
attended. : 
Q | During the course of the discussions at Board meetings, 


which -- well, were there any discussions of this practice 


after 1967, when Arthur Lipper Corporation was organized? 


Ao5 


| 
, 
| 


Yes, sir. 

I have to say now that Imissed several Board 
meetings, and therefore ecannotsay what may or may not have 
been said there, because I had an accident at the end of 
March,1967, which incapacitated me, and didn't permit me to 
travei for a while, so that the next Board meeting I attended | 
of the Fund of Funds was in Acapuio, in late March and early | 

April of 1968. 

Reciprocal practices, generally, were extensively 
discussed at that time, and I believe that ailidirectors were 
present at that meeting, pius our then c:tside speciai1 SEC 
counsel, Mr. Robert Haft, and in particular, the transactions 
effected on behaif of Fund of Funds by Arthur Lipper Corpora- | 


tion, and give-up practices, were discussed. 


| 
| 

| 

| 

| 

| 

(Continued on next page.) | 
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Q During the discussion at the Board meeting, 
was there any mention -- 

HEARING EXAMINER BLAIR: Which Board meeting? 

MR. DUDLEY: Any of the Board meetings that he's 
testified to this morning, during the period 1966-1967, 
if you attended any in 1967 and 1968. 

THE WITNESS: - I did in 1967, yes. Early. 

BY MR. DUDLEY: 

Q At any cf these Board meetings, was there any 
discussion whether I0S should lover its management fee, 
since its 80 per cent owned subsidiary, IPC, was receiving 
give-up payments? 

A No, sir. 

The fact «x the give-up payments to IPC, and 
earlier, through another affiliated NASD mamber, investors 
Continental Services, were discussed. 

There were no discussiens that i recall with 
respect to reducing the management fee. 

Q Would you identify that corporation that you 
just mentioned? ig 

A The Investors Continental Services, Ltd., I te- 
lieve, which was wholly cwned by 10S, the parent company, 
and was a member of the National Association of Securitics 
Dealers. ” , 


Its activities were mainly related to sales of 


Lof 


| 
| 


mutual funds in Hawaii, Puerto Rico, and on United States 
military bases abroad. 

Part of the I0S settlement order required the 
disposition of Investors Continental Services. 

Q What, if you can recall, were the net assets 
of Fund of Funds when you first became a director? 

A Yes, I can recall, because I was startled at 
the amount. 

At the time, in May of 1965, there were approxi- 
mately $150 million. 

Q Do you recall what they were in 1966 or at the 
end of 1966? 
A At the end of 1966, I would estimate $400 million. 

Do you recall at the end of 1967? 

In excess of $500 million. 

I may be wrong on this, but the range certainly 
during my tenure of a director, if I may vary your question 
a little bit, was from 150 million when I started out, to. 
as high as almost 700 million, at the end of 1969. 

Q Who was the principal underwritar for the Fund 
of Funds? 
A The principal underwriter was the, initially 


the parent company, I0S, Ltd., (S.A.). Later, and I am 


not sure of the timing when it changed, the principal under- 


writer was a wholly-owned subsid’ try of IOS, the parent, 
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called Investors Overseas Services, Limited, which was a 


Bahamian corporation. 
MR. DUDLEY: Can we go off the record? 
HEARING EXAMINER BLAIR: Off the record, 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: Back on the record. 
BY MR. DUDLEY: 

Q What advice, if any, Mr. Conwill, did you give 
Arthur Lipper Corporation concerning commission charges 
on over-the-counter market transactions, withrespect to 
registered investment companics? 

A My initial advice in 1967, in the early period, 
was that it was perfectly appropriate to give up from un- 
related over-the-counter transactions, at the direction of 
registered investment companies. 


I had reason to change that advice at a later 


When did that cecur? 
A In early 1968, probably et the end of January 
or early February, 19538. =. 
Q What did you advise Arthur Lipper Corporation 
at that time? 
A At that time I advised him as, not as a matter 


of legality, but as a matter of prudence, to cease all over- 


the-counter give-ups on behalf of, or at the direction of 
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registered investment companies, and in fact, I even went 


further and suggested as a matter of prudence, that whereas 
he could continue to execute over-the-counter transactions 
for registered investment companies, I would advise him to 
make no charge, even though that might pose him some : 
difficulties with the New York Stock Exchange. 

Q What advice did you give at this time concerning 
foreign investment companies? 

A I told him that he was required to make the 
full New York Stock Exchange minimum commission on over-the- 


counter transactio.« effected for foreign investment companies’, 


specifically I0S managed investment companies, and that he 


on such transactions to the extent permissible, namely to 


an NASD member. 


could give up all or any part of the commissions earned 
| 


Q Do you recall what the basis for your distinction 
between foreign investment companies and registered invest- 
ment companies was? 

A Yes, sir. 

Iwas still of the view, at that time, that 
over-the-counter give-ups, at the direction of registered 
investment companies, ware lawful. 

However, in January of 1968, two things occurred. 

One, the ISI, Insurance Securities, Inc. decision, was 


handed down by the Commission. 26n 


Penn 1026 
And the ISI case involved very extensively 


not over-the-counter give-ups, but over-the~counter commissions, 
and whereas the order by agreement of the parties provided 

that no findings of violation would be included in the order, 

it was plain to me as a Lawyer, from the text of the order, 
that the Commission and the Staff were taking an extremely 

dim view of over-the-counter charges and give-ups, and in- 

deed one Commissioner, I — Commissioner Owens, 

dissented from the ISI opinion on the ground that they were 

not permitted to make findings of violation. 

Now, he didn't say what findings he would have 
made, but to me that was a reading that we had better watch 
out, and therefore prudence would dictate that he not even 
make charces on behalf of registered investment companies. 

The second item that also happened, I think 
in January of that year, and i, if I locked at the document 
in front of me, f sents eait you this specifically, was 
the Commissicn release an connection with proposed rule 
10b-10, the effect of which was to propose 2 rule to require 
that, to the extent there were any give-ups om behalf or at 
the direction of the registered investment company, the 
amount of those give-ups, or the equivalent had to go for 
the benefit of the registered investment company and its 
shareholders. 


And in the course of the release, again the 
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over-the-counter give-up practice was criticized, although 


the proposed rule 10b«<10 by its terms, acknowledged the wide- i 
spread practice, and said that it was working within the 
framework of the existing give-up practices. 

But, with those two things coming so quickly 
together, I advised Arthus Lipper that even though the Stock 
Exchange would not object, that it would be better to have 
a fight with the Stock Exchange rather than a possible fight 
at a later date with the Securities and Exchange Commission. 

I did not have this proceeding in mind when f 
gave that advice. 

Now, however, with sespect to the other part 
of your question, on the foreign investment companies, by 
the terms of the Commission's own order, as I have already 
indicated, it was impossible for a manager of an ICS 
affiliated fund to order directly a security, including an 
over-the-counter security, from the United States. 

It seemed to me that one of the theories of 
the Staff of the Commission was that, which with all due 
difference to the members of the Staff present, and they 
have a valid argument, but I disagree, that es an over-the- 
counter commission, anyone can get the same price froma 
market maker, therefore any charge that you make, if you 


.can give up out of that charge, you have charged too much. 


Now, I don't agree with that, but, in any event, 
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“even if I had agreed with it, with respect to 10S managed 
funds, they couldn't approach a market maker directly anyway. 
They had to go through either the commmications facilities 
created by Arthur Lipper Corporation, or a coumterpart 
created by some other organization. 

Therefore, Arthur Lipper Corporation was be- 
coming an absolutely essential service in the over-the-counter; 
market transactions for ICS managed funds. 

Accordingly, it was entitied to charge, and if 
they did not charge, then I advised him he would have a 
veal battle with — York Stock Exchange on that subject. | 

Q At or above the time that give-ups were abolished, 
on December 5, 1968, did you have occasicn to speak with 
persennel of the New York Steck Exchange concerning whether 
Arthur Lipper Corpowaticn could make its commmication 
network with ICS available to other brokers for execution? 


A Yes, sir. 


A I spoke with Mz. Robert Bishop, and one or more 
3 


Members of his staff. a 


Q Who did you speak with at that time? 
{ 


I was accompanied at that conversation by Robert 
Haft. My function was to represent Arthur Lipper Corporation. 
Mr. Haft'’s function was to represent I0S. 

The reason was that, and I can’t pinpoint the 


Precise date without going back to my diaries, which I could 
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do, in late October the proposed anti-give-up amendment 


to Article xV of the New York Stock Exchange Constitution, 


was published. 

That concerned 10S and Arthur Lipper Corporation 
very mich, because, read literally, that would prevent the 
Arthur Lipper communications facility from being used by 
iOS to place an order through Arthur Lipper to, we'll say, 
Goldman, Sachs, or any other brokers, and it was very in- 
portant for f0S affiliated or managed funds to do, because 
they wanted to spread -- they had a great amount of broker- 
age, am: incredibly large amount of brokerage, and they 
wanted to spread it around as many firms as they could, and 
in fact, before the December 5, 1958 anti-give-up amendment, 
they did, to, I suppose as many as 100 firms, a great many 
of them with regularity. 

So Me. Haft and I made an appointment and saw 
Mz. Bishop and his staff, with a view to establishing that 
if I0S, undor the system I had vsed, from Geneva, wanted to 
place an order, hypothetically we'il use Goléman, Sachs, and 
in fact they did use Goldman, Sachs very often, that they 
could give the order for execution to London and Dominiarn, 
in London, which would give the order to Arthur Lipper at 
London Limited, in London, which would transmit it to Arthur 
Lipper Corporation in New York, which would transmit it 


immediately to Goldman, Sachs, and since we pointed out to 
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Mr. Bishop that we had no choice in this matter, that IOS 


had to use this system, if it expected to comply with the 


10S order, we did not feel it was appropriate for the anti- 
give-up prohibition to in any way restrict the use for 
thet purpose. 


(Continued on next page.) 


A Mr. Bischop advised us, unequivocally, that 1f, to 
usemy hypothetical, the communications or facilities we used 


to piace an order with Goldman Sachs, Arthur Lipper Corpora- 


Q What did Mr. Bischop tellyou? 


tion would be required to charge the full New Yoric Stock 
Exchange minimum commission cn the transaction, and presumably! 
Goldman Sachs would, too, and therefore, the IOS managed fund 
would pay a double commission. 
His theory was that the hold otherwise wouid be a 
rebative practice. 
Q Mr.Conwili, whatcharge does Arthur Lipper Corporation 
presently make on over the counter transactions? 
A Six cents per share. 
Q When was this practice initiated? 
A After the anti-give-up prohibiticn. 
You recall I mentioned that before ti had advised 
him not to make any charge to registered investment companies 
On over the counter transactions. 
The Stcck Exchange, even -- either shortiy before 
or Short‘y after the anti-give-up prohibitton, indicated,in 
my opinion because of Arthur Lipper eu cumenaed vs faiiure 
to charge. aithoughthat 4s frank Speculation on my part, 
SO and so advised ré, that it was inappropriate to make no 


ch2rge on over the counter transactions, because that would 


run counter to the antl-give-up prohibition, which "Sie 
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terms of giving up anything of value at the direction of a 
customer, and in consideration of the receipt of listed 


business. 


So that 1f you were doing this for registered 


investment companies free, why, the Stock Exchange position 
was that you were doing it in consideration of the receipt 
of listed business, and I would say that wasa pretty good 
position on the part of the Stock Exchange. 

Their conciusion was, however, that you could not | 
do it free, you had tomake 2 charge. | 

I believe the magic words were "sufficient to cover | 
your costs". 

We determired that six cents would be sufficient 
to cover the ccsts, caused an ad to be prepared to that 


effect, and cleared with the New York Stock Exchange, as is 


required by the Exchanges' Ruies on ailadvertising, and 


| 
| 
published. : | 
Q Did you have discussions with personnel in the | 
New York Stocic Exchange concerning this six cents a share 
practice, charge of six cents a share? 
A Immediately afterwards, because even theugh they had 
approved the ad, which rather plainiy said that hereafter we 


would charge six cents, and I had put in the ad the magic 


words of the Stock Exchange, something to the effect that this 


was sufficient to cover our costs, when the ad was actually 
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published, the very day of publication, I am informed that 
the general counsel of Arthur Lipper Corporation, Mr.Howard 
Klotz received a caii from. Schwartz of the New York Stock 


Excla nge, withdrawing approval of the ad, and teiling him to 


z 


cease and dissist. 

I thereafter had conversations with Mr. Schwartz, and, 
to the effect of which was thatsix cents obviously could not 
cover the costs, and therefore we were violating the Stock 
Exchange directive. 

Now, this would have been in March, I believe, of 1969. 

I advised Arthur Lipper Corporation to continue the six 
cent charge, as we would demonstrate to the Stock Exchange 
that 1¢ was sufficinet to cover the corporation's costs. 

Since that time, we have submitted many studies to the 
New York Stock Exchange in an effort to demonstrate six cents | 


is sufficient to cover the cost. The Stock Exchange has nc¢ 


the six cents. 


accepted cur position, but we are at present stiili charging 
Q Did you have occasion to bring to the ettention of 

the Securities and Exchange Commzsion the attitude of tn2 New : 

York Stocie Exchange concerning the Arthur Lipper Corporation's 


practice of charging six cents 2 share? 


A Yes. 

4 Q What manner did you do that? 
il 

i A 

i 


By a letter to Solomen Freeman, the Director onan 
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the Division of Corporate Regulation, because I knew that 

certainly this was within the Mr. — area of interest. | 
I was rightfully or wrongfully, quite irritated at the 

Exchange, because it seemed to me that from the public 

interest point of view the idea was to char-e as littie as 

you cculid. 


From the personal interest of Arthur Lipper Corporation, 


the less we charged, as long as it was good business, why, 
the better off we were, it seemed to me, in the industry, 
and Iwrote and outlined the entire factual situation to M. 
Freeman, and with copies to several other individuais on the 
staff and told them I would weicome any formai or informal 
expression of their views. 

Q Have you received a response to that letter? 

A No, sir. 

MR. DUDLEY: I would like to have this ietter marked 

as Lipper Exhibit D for identification. 


‘(The document above-referred 


to as Lipper Exnibit 3D was 


Q Mr. Conweil1, I have placed befcre you what has 
been marked Lipper Exhibit D, and ask you if that's the 
letter that you sent to Mr. Freeman? 


\ 

| 

marked for identification.) | 
{ 

{ 

} 

A It is a copy thereof, yes. 
| 


MR. DUDLY: At this time I would 1ike to move t 


e that 
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that letter be received in evidence, 

MR. LaPRADE: No objection. 

HEARING EXAMINER BLAIR: Lipper Exhibit D for identification 
being a letter dated March 31, 1969, addressed to Solomen 
Freeman, by the witness Mr. Conyii1 18 admitted in evidence. 


(The above mentioned document 
| 
Lipper Exhibit D for identifica- 


was received in evidence.) 
MR. DUDLEY: I have no further qustions. 
HEARING EXAMINER BLAIR: would you prefer a brief recess? 


THE WITNESS: ves. 


ten minutes, before cross examination. 


(Whereupon, at this time a short recess was had.) 


HEARING EXAMINER BLAIR: At this time we will recess fo | 
| 


HEARING EXAMINER BIAIR: The hearing wii11 come toorder. 
You may proceed with cross examination, lr. LaPrade. 


CROSS EXAMINATION 


Q Mr. Conmwil1, you testified that you were the 


~e 


; ©ensel who aided Mr. Lipper in Setting up his Arthur Lipper 


Corporation Broderage firm; is that correct? 


A Yes, sir. 


| 
| 
| 


| 
| 
BY MR. LaPRADE: | 
| 
| 
f 


I Q At the time you set up the Arthur Lipper Corporation ' 


i brokerage firm, did you know that Mi’. Lipper had an arrange - 
_ ment with IOS, whereby Mr. Lipper was to give up ov eaeaies 
u 
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of the commissions received by him on transactions executed 
by -- for -- on behalf of the IOS affiliated funds? 

A May I ask what time we are speaking of ? 

Q At the time -- prior to the commencement of Arthur 
Lipper Corporation doing business? 

& IT did not know he had such an arrangement prior 
to the time, as I recaii. 

Q When did you first learn that Mr. Lipper had such | 
an arrangement with Mr. Cowett or with I0S? 

A Well, I certainly assumed throughout that he would 
have such an arr@ngment. I suppose I knew it definitely 
sometime in Aprii of 1967. 

Q When Mr. Lipper commenced doing business? 


A yes. 


Q At thattime, did you imow the amaint of commision 
that Mr. Lipper was required to return to give up at the | 
direction of Mr. Cowett or I0S? | 


A. I knew in general terms he was requested to give up, 


x» 


A11 right, what he was requested, right. 
Did you know the percentage? 
50 percent was my understandings. 


rd 


You knewthis on April 1, 1967? 


| 
yes, sir. 
I wouldn't use the word required. 
| 


I wouldn't like to beheld to ciose to that date. 


| 
' 
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Sometime in April, 1967 I would have known that. 
Q Anytime in Aprii you waiid have known that? 
A Yes. 
HEARING EXAMINER BIAIR: Not anytime, sometime. 
MR. LaPRADE: Sometime, I'm sorry. 
A I don't want to be overly responsive, Mr. LaPrade. 
I wiil only say that one basis for my knowledge is thathe 
asked how mucn he ccud give up on several occasions, prior 
to -- prior to April ist, when he started business. 
But I didn't know of any particular arrangements 
that he had. 
Q Alixvight. 
He asked you prior to April ist? 
A The maximum that he could give up. 
Q Right. 
Did you furnish him with any figure? 


A Yes, sir. 


(Continued on next page.) 
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Q What was that figure? 

A I told that as far as I knew, that there was 
mo maximum figure that he was limited to. 

That the range for giveups was all the way from 
% percent to, within my personal knowledge, as high as 75 
percent. 

Q Mr. Comvill, in 1966 did you know if there were 
my fixed minimum commission rates on agency transactions in 
the over the counter market? 

A Fixed minimum commission rates? 

Q Right. In the over the counter market, on 
agency trensactions. 

A No, sir. 

Q How about in 1967? 

A Yes, sir. 

I knew that there were views with respect to 
fixed minimum rates. 

Q What were those views? 

A That the minimum Stock Exchange rate on listed 
securities was applied to over the counter betceanitene. 

I knew that was the ceneral practice, before 
that, but in terms of being told -- 
Who told you this, in 1967? 


To the best of my recollection, it was Mr. 


ci2 
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Q Mr. Bishop of the New York Stock Exchange? 
A It could have been Mr. Schiowitz, but I'm 
quite sure it was Mr. Bishop. 

He told me, by saying that if we charged anything | 
other than the minimum rate, we would have to justify it, 

F because from his point of view, and I do remember this 
conversation, ifyou had -- if you were required to make a 
given charge onexecuting a New York Stock Exchange listed 
security, it was presumably just as difficult to make an 
execution in the over the counter market, and therefore, the 
same charge was appropriate. 

HEARING EXAMINER BLAIR: Well, in answering 
that question, Mr. Conwill, were you referring to the situation | 
' where you had a New York Stock Exchange member firm involved 
in OTC transactions? 

THE WITNESS: Yes, sir, 

HEARING EXAMINER BL°~R: Not to be ccensidcered 

as general practice by all ofc firms; is that correct? 


THE WITNESS: That's en emminently proper 


™e. 


correctior., yes, sir. 
With respect to member firms of the New York 

md other exchanges. 

PY MR. LA PRADE: 


Q Do you know of any fixed minimum commission 


rate in over the counter transactions? 271; 


g- 


8 
es 


tv 


WEARING EXAMINER BLAIR: 


By New York Stock 
Exchange firms? 


By anyone executing in the over the counter 


With respect to member firms, the custom and~ 
practice, and what I understood to be a requis2ment on 
rember firms. 
Apart from that, was there any minimum 
commission rate on acency transactions in the over the 
counter market, for non-members? 
Cnly the rules of the NASD with respect to 
just an equitable principles of trade, as applied to their 
HEARING EXAMINER BLAIR: Yourerferred to just 
md equitable principles with respect to mark-ups. 
THE WITNESS: 
HEARING EXAMINER BLAIR: Did that rule also 
velate to commissions to be charged in brokerage transactions? 
THE WITNESS: 


I have always assum2d so, 


Examiner, although If would be unable to cits to you the 


“Q) | 


ra 


‘@ 
we 


specific N2.5D rule on it. 


Well, doesn't the NASD rules, as to mark-ups, 
dal with principal transactions as opposed to agency 


transactions? 


12 a 
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A 


Yes, sir. 

.Q How about on agency transactions; do you know of 
any rule, regulation of any exchange, or any body, governing 
body, which requires a minimum fixed commission rate on over 
the counter transactions executed on an agency basis? 

A Ts 

Q Are you aware of any rules or regulations by 
ay regulatory bedy, which prohibits the negotiations of 
commissions charged in the over che counter market? 

A No, sir. 

If I may only qualify that by saying, and this 
would qualify my prior answer of Rule 25, with respect to your 
dalines with non-member broker-dealers, that you are required 
to deal with them on the same basis Asians d2al with the 
public at larce, 

Q . Right, 

But there's no fixed -- there's no fixed rate? 

in other words, you can necotiats that, right? 

A Yes, sir. 

Q It's negotiable. My 


Were youavware of thisin 1967? 


A Yes, sir. 
Q In 1968? 
A Yes, sir. 
Q 


Now, you testified earlicr that in 1967, soma 


eié 


! 
| 
i 
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time in 1967, you had metings with certain members of the 


New York Stock Exchange, Mr. Bishop, Mr. Carr, Mr. Schiowitz, 
and otherpersons. | 
Now, can you tell us whether -- in what form 
these discussions took place? Were they telephone calls or: 
face to face meetings? 
A In many instances, there were face to face 


Y 


meetings. 


Q Did you recall meeting with Mr. Bishop in 


1967; is that correct? 

A Yes, sir. 

Q Canyoutell us what you specifically told Mr. 
Bishop, at that time, with respect to the problem of whether 


or not the Arthur Lipper Corporaticn could -= the commission 


In seme instances, there vere telephone calls. 
oer the counter transactions? 


that Arthur Lipper Corporation wes required to charge, on | 
A At that point, Mr. La Prade, I wouldn't have 
i told Mr. Bishop anything. I would have been asking him, and | 
I asked him what the appropriate charce would be, the reason | 
being that we were creating a new member firm which, whose 
epplicaticn for membership still had to be passed upon by the 


| Poard of Governors, and I was inquiring with the view to gettin 


| the organization launched in as favorable terms as possible, 


end I wasn't really telling Mr. Bishop anything. I was 
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inquiring. 
Q Right. 


You inquired of Mr. Bishop the -— as to the -- 


withdraw that. 


7 


Inyour discussions with Mr. Bishop, you asked 


Eee | 


him or inguired of him the range of the commission which should 


be charged in the over the counter market? 


A Notthe range. I asked him what the appropriate 


charge would be for over the counter transactions executed by 


oir newly created member firn. 


Q Why were you going to the New York Stock 


Exchange to find out what rate Arthur Lipper Corporation could 


charge on the over the counter market? 
A I wanted to make sure that we were not making 


ey charge either tco high, or more particularly, too low. 


Q Does the New York Stock Exchange -=- 
A Which would offend the New York Stock Exchange. 
Q Does the New York Stock Exchance reculate the 


over the counter market? 
A With respect to member firms ahd their 
transactions, in some respects, very definitely, yes, sir. 
And at that time, they did, as well as now. 
Q You're stating then that in 1966 and 1967, 
when you talked to Mr. Bishop, that it was your belief that 


the New York Stock Exchenge had the power to regulate the 
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commissions charged in the over the counter market? 

A By a member firm, yes, ihe, 

They had the power to make it very difficult 

for you, if you did not abide by their wishes. 

Q Did Mr. Bishop supply you with an answer to 
your question on the over the counter commission -=- 

A Yes, sir. 

Q. What commission did he tell you that would have 
to be charged? 

A He thought the appropriate commissions, as I 
recall, was the minimum rate charged on New York Stock 


Exchange listed securities transactions. 


a 


I believe that the way it came out was, and 
this was not my demanding, or discussing, or arguing with 
Mr. Bishop, it ce (nents asking what we should do. 
And I cane away with the dig‘inct opinion that 
if we charsed anything other than the minimum commission rate, | 
we would have to justify it or act at our peril, because the | 
STock Exchange was then, and even now, almost obsessed 


' with the idea of a minimum commission rate.cen2rally, and 


(Continued on the next pace.) 
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HEARING EXAMINER BLAIR: Mr. Conwili, Mr. La Prade 


however, is directing his questions to what Mr. Bishop told 
you, rather than the impression that you came away with. 

THE WITNESS: I beg your pardon? 

HEARING EXAMINER BLAIR: Can you give the substanc 
of what Mr. Bishop said? 

THE WETNESS : Yes, sir. 

I beiieve that he said that Something to the effect: 
of why wouldn't it be the minimum commission rate on listed 
transactions. And if you charge anything other chan the 
minimum commission rate on listed transactions, you would be 
in ~~ you would have the onus of having to justify it to the | 
Exchange. | 
BY MR. LA PRADE: 

Q Now, did Mir. Bishop, at these conversations, ae 
cate to you that you could charge énythning less than the 
minimum New York Stock Exchange commission? 


A No, sir. 


cate to you that you could charge a commission less then the 


e 2 e hed | 
Q Did Mr. Bishop, during these conversations, indi- | 
} 


. New York Stock Exchange commission, as long cS you were meeting 
your cost? 
‘2 In these conversations, no, sir. 
Q Did anyone with the New York Stock Exchange, in 


any conversations in 1966 and 1967, that you had with these 
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persons, indicate to you that you could charge less than the 


minimum New York Stock Exchange commission, on over-the-counte: 
transactions, so long as you met your cost? 

A No, sir. 

Q Did you ask that question of the New York Stock 
Exchange, during this period? 

A No, sir. 

HEARING EXAMINER BLAIR: I want it clear on the 
record, that your question is with the view that the New York 
Stock Exchange was not attempting to dictate OTC commissions, 
but was considering this matter in context of what it believed 
appropriate for a New York Stock Exchange member to do, 

Is that the import of the question? 

MR. LAPRADE: Yes, sir. 


HEARING EXAMINER BLAIR: You understood it that 


THE WITNESS: I so understood it, yes,sir. 
HEARING EXAMINER BLAIR: All right. 
BY MR. LA PRADE: 
Q During this period of time, did you have any -- 


™e 


one more question. 


Did you, in your discussions with Mr. Bishop, whic 


{ 
| 
| 
| 
} 
| 
| 
| 


took place after April, in 1967 -- 
A It would have been before April, sir. 


Q Did you have any discussions with Mr. Bishop after 
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April, 1967? 


A Not until the discussion I referred to, which I 


talked to Mr. Bishop and his staff, in late 1968, with respect 


to the use of the Arthur Lipper Corporation communications 


facilities. 

Q Now, when you first learned that Arthur Lipper 
Corporation was giving up 50 per cent of their commission on 
over-the-counter transactions executed for IOS affiliated 
funds, did you communicate that fact to Mr. Bishop, to get his 
determination as to whether or not this was permissible, by 
a New York Stock Exchange member firm? 

A No, sir. 

Q Why not? 

A There was no reason to. 

Let me put it this way, Mr. La Prade: It frankly 
didn't occur to ne, and, at this moment, I can think of no 
reason why I should have talked to Mr. Bishop about it, par- 
ticularly since it had to be well lum to Mr. Bishop, in- 
asmuch as it was in a variety of publications, including Com- 
mission publications, that you cnuid give up 75 per cent of 
your New York Stock Exchange commissions. 

Now, if you can give up 75 per cent of your New 
York Stock Exchange commissions, I wouldn't think one would be 
' concerned with giving up 50 per cent of an over-the-counter 


commission, that is someone, an officer of the New York Stock 
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Exchange. 


But that is recognized, on my part, as a purely 
Speculative answer, 

Q But, yous testimony was that you were interested 
in secing that Arthur Lipper got off on the risht foot, and 
would not get in any trouble, and that you believed, at this 
time, that the New York Stock Exchange exercised a real control 
of a member's over-the-counter business; is that correct? 

A Yes, sir. 

Q .Didn't you feel that this 50 per cent give-up 
might in some way be deemed a rebate by the New York Stock 
Exchange? 

A No, sir. No more than I would have considered 
a 50 per cont give-up of a New York Stock Exch nge member bein; 
eae 

Q Was IPC a member of the Mew York Stock Exchange? 

A No, sir. _ Tt was a member of the NASD. 

Q Well, did the New York Stock Exchange rules allow 
for one member to give up to the -- to a non-member, in listed’ 
transactions? a 

A There is no ecxoress rule on the subject that I 
know of, Mr. La Prade, but it is a recognized practice, aad it 
is recognized by the New York Stock Exchange, as a practice, 
as you will sce from pase 6 of the Division's Exhibit 78. 


Q So, in any event, you never commnicated the fact 


eas 
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that Arthur Lipper Corporation was giving up 50 per cent of 


its over-the-counter transactions, executed on behalf of IOS 
affiliated funds, to IPC? 
A Communicated to whom? 
To the New York Stock Exchange. 


No. 


(Continued on following page.) 
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Q Now, did you know -- well, did you make any 


inquiry of the NASD, at, this period, with respect to over- 
the-counter commissions that had to be char ged? 
A I had comparable discussions with personnel 
of the NASD, to those that I had with the Steck Exchange. - 
I do not recall asking the specific question of the NASD 
as to the appropriate potatenton on an over-the-counter 
transaction, on an agency basis, but I did have several 
discussions, for the same Purpose of getting launched in 
accordance with the NASD rules of practice, on a favorable 
basis, as well. 
Q Did you complain to the NASD that the New York 
Stock Exchange was making you charge a minimm New York 
teck Exchenge commission on cver-the-counter transactions? 
A Bo, oir. 
Q Why not? 
A { didn't know of any reason to complain. There 
was nothing to complain about, as far as I was concerned. 
Q Well, did you -- were you -- 
A May I say this, Mr. La Prade. -. 
I don’t think it is fair of me, if I did so, 
to characterize what Mr. Bishop told me as making us charge 
the minimum commission rate. 
He indicated that would be the appropriate 
charge, and if we didn't make the charge, we would have to 
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justify it. But I don't recall Mr. Bishop twisting my arm, 
so to speak. 

It was not that kind of a conversation. 

Q Now, so your testimony is that Mr. Bishop did 
not require you or convey in no way the requirement that 
Arthur Lipper Corperation had to charge a minimum New York 
Stock Exchange commission? 

A No, sir. 

My testimony is that I believe that is what he 
told me was appropriate to charge. 

When I say -- when you use the phrase he made 
us charge this rate, it implies that he was bringing some 
kind of pressure to beer on us, which is not the fact, and 
it also implies that I would have had some legal objection 
to malting this give-up, when I considered the give-up per- 
fectly lawful and appropriate. 

Q I was only cheracterizing ycur testimony, earlier 
testimony, wherein you stated -- 

HEARING EXAMINER BLAIR: Well, I think at this 
time, eny characterisation can await the arguments in briefs. 

However, I want to make certain that I understood 
you appreciated Mr, Bishop’s position in the hierarcy of 
the New York Stock Exchange, and from the standpoint that he 
might believe something appropriate, it bore weight with you. 


THE WITNESS: Yes, sir. 
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BY MR. LA PRADE: 

Q Now, do you know the function of the NASD? 

Without elaborating, in general -- 
HEARING EXAMINER BLAIR: I'1l take official 
notice of that. . 
Mr. Comvill, in his expertise, must be aware of 
it. 
BY MR. LA PRADE: 

Q Do you believe, or do you know, whether or not 
the NASD regulates the over-the-counter market? 

A Yes, sir. 

Q Wouldn't it have been prudent of you to have 
inquired of the NASD as to whether or not there was 4 
minimum commission rate which should have been charged on 
over-the-counter transactions? 


A Well, I knew Mc. LaPrade, that there was no rule 


sense that Article XV of the New York Stock Exchange Con- 


as such, establishing a minimm commission rate, in the 


stitution establishes definitively a minimum cemmiscion rate. 
I also knew, from my experience, both as a 

‘practicing lawyer and as a Staff member of the Securities 

and Exchange Commission, what.the customary practice in 

the industry was on charges for over-the-counter transactions | 


on an agency basis. 
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4nd knowing that, I was not concerned about 
encountering any problems with the NASD. 

Q Well, didn't you belicve it was prudent of you 
to obtain any ruling from the NASD prior to your aicatare 
Mr. Lipper as to the rate he should charge? 

Rs, ‘Well, evidently I didn't believe it wags prudent, 
because I didn’t, 

Q Did you make any inquiry of the SEC of the -- 
whether or not there was a minimum rate? 

A No, sir. 

Q Why not? 

A My grin is not intended to be in any respect 
disrespectful, Mz. Examiner. 

Having been on the Staff of the SEC, Mr. LaPrade, | 
I know what the answer of almost any Staff member of the 
Commission would be, if I asked what charge I should make, 
and whether or not I cen make Give-ups froma the over-tho« 
counter transactions. 
-@ Well, would you state what your belicf was, 
what they would have told you, at this tina? 

A Yes, sir. 

If I asked any member of the Staff with whose 
views I am familiar, including specifically the counsel 


representing me, I rather imagine that I would be told that 


you should charge as little as Possible on an agency 248 
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transaction executed on the over-the-counter market. 

That agency transactions ave generally frowned 
upon, because particularly a mutual fund doesn't need a 
broker to go to a market maker to get a price, and that a 
give-up from an over-the-counter agency transaction is, per 
se, wlawful, because if you cen give up at all, it indicates 
that you have charged too much. 


I believe I would have gotten that response, 


! » 


| 
pre-universally, from the Securities and Exchange Commission 
Q Did you advise Mr. Lipper of the S[C's view, 


shen you were advising Mir. Lipper as to the legality or 
propricty of his giving up a portion of his cemmission in 
the over-the-counter (esrodentnne? 

A Yes. 

Q You told Mt. Lipper the SEC frowned on it? 

A Yes, sir. 

Q Did you make eny recomeendation to Mz. Lipper 
at that timo? 

A At that time I didn't make any.recommendation 


other than to procced with the 50 per cent give-up he had 


? oe ee 
é =< se 2 
———— = 
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in mind, because I also advised him that, in my opinion, 
the SiC Staff was wrong, as a matter of Law. 
Q You advised him of that? 


Yes. 


Q You believedthat they were wrong? 


A Yes, siz. 


HEARING EXAMINER BLAIR: Just to make it clear, | 


| 


in reference to ets Staff and to the members of the Commission, 


since the use of the SEC frequently is used interchangeably 


were you advising Mr. Lipper with respect to the Commission | 
| 

as a Commission view, or Staff view? | 
THE WITNESS: I was advising him as to the Staff ! 


view. Withecut necessarily ruling out what a Comnissioner's 


- view might be. 
HEARING EXAMINER BLAIR: Yes. 
O££ the record. 
(Discussion off the record.) 


BY MR. LA PRADE: 


een Caceemnenemcass tere tlh nach an ssancheaaheamntis Phan salts th haetiaats. chien. alth AcmiehtRn tes eonaeiee aaa ae 
: ~ F 


Q You have testified earlier that you didn't pay | 
j 


much attention to the Pollack letter, is that correct, which 


is Exhibit 47, Division's Lxhibit 47? 


A No, six, I did not so testify. 


I paid a great deal of attention to the Pollack 


letter, having a high reeard for the views of Mr. Pollack. 


I believe what I testified was that Mr. Pollack's 
statement was too broad, and that I did not think it accurately 


* reflected the status of thao law. 


Q Didn't you aloo testify that it revresented the | 
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Staff's view as opposed to the Commission's view? | 


A Yes. 
Q Do you Inow whether or not this Pollack letter 
was read into the Congressional Record? 
A Yes, sir. 
The same month it was published, then Cheteman 
“Manuel F. Cohen submitted it to Congressman Harley Staggers, | 
the Chairman of the — Comittee on interstate and 
Foreign Commerce. 
My recollection of his letter of transmittal, 
was that he sent that along with a staff letter, relating 
to odd-lot transactions, and that Mr. -- the Chairman of 
the Commission, Mr. Cohen, did not sey in his letter of 
transmittal that that accurately reflected necessarily the 
Commission's views. 
In fact, I believe his letter of transmittal 
made it plain that this was a highly controversial, I nee, 
he.used that word, ad difficult area. 


(Continued on next page.) 
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~~? 


Q But nevetheless he did refer the matter to the 


congressional record ? 


DRM eR tee 


A He referred it to the congressional record in July, 


that would have been in 1966, avd he referred’ to 2b, 7 think 


| 
in the faii1 of 1967, in testimony before the same, or a sub- | 


committee of the same committee, when he was asked by Congress 


Ss 
| 
man Moss, if the Commission had the power to force benefits 
from this type of give up to go to a fund, and the Chairman 
expressed doubts, as f recall that testimony. 

Q Weil, in any event, is there anything in the trans- 
mittal1 letter, to your recollection, or in Mr. Cohen's 
testimony, which cast anydoubts on the Statement that 
Giving up on over the counter commissions was iliegai1 or 
long recognized as being iliegai? 

A In either the Chairman's letter or the -- 

Q Testimony that you referred to. 

A It's a rather broad question, Mr.LaPrade, 

I can be forgiven my making a bread answer? In the : 

that I would certainly think there wasdoubt because 

broad statement that this type of practice was improper and 
iilegai, when the Commission never exercised what I would 
regard as ampie rule making authority to deai with it and 
recognize the then existence of the practice, and even more 


than a year jJater recognized the continued existence of the 


Boe 


on that very practice. 


Q Now, you testified tht you went back to the New York 


Stock Exchange at some point in time, with respect to the el 


paper advertisement that wasrun in the papers, wherein Lipper 
was willing to execute over the counter transactions for 
Customers at six cents a share; is thatcorrect? 
A Yes,Ssir. 
Q Now, at this time -- this point in time was when? 
This wouid have been March of 1969. 
March of 1969. 
Now, with whom at the New York Stock Exchange did you 
meet then? 

A I did not go to the Exchange. I beiieve I handied 
the transaction by telephone, to Mr. James Schwartz, express- 
ing considerable Surprise that his reversal of an approval 
of the advertisement thathad been obtained by the gencral 
ceunsel of Arthur risoey Corporation, Mr. Kiotz. 

Q Now, did you have any meetings with Mr. Bischop at 
this time, with respect to that ad? 

A Not with respect to that ad, om sir. 

Q When was the next time you mt with Mr. Bischop with 
respect to problems arising from A.'thur Lipper Corporation, 
afteryour 1967 meetins? : 

A The next time would have been with Mr. Haft, when 


we discussed the communication facility, which would have 
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been late 1n1968. 
Q Right. 
And that's -- 

A Now, I have seen mr. Bischop since then, but, to 
the best of my recollection, I did not on matters relating 
to Arthur Lipper Corporation. 

Q Now, your testimony, and correct me if I am wrong, 
was that Mr.Bischop stated trat you would -- if orders were 
piaced through Arthur Lipper Corporation, to Goldman Sachs, 
there would have to be a double commission charged ? 

A Yes, sir. 

Q Was there anything in she 1967 settiement order, 
which prevented IOS from placing orders with a market maker 
having offices outside -- branch offices outside the United 
States? 

A No, sir, 

fa} Was thee in the 1967 settlement order, which would 
have prevented Lipper from dealing with a markets maker? 

A Arthur Lipper Corporation was in no way a party to 
the settlement order there. i 

Q Was there anything in the ‘67 order which wouid 
have prevented IvS from coming through Lipper and then having 
Lipper deai with a maricet mater? 


A No, sir, 


In fact, on over the counter transaction, Bypuid 
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assume that's normaily what happened. It was a matter of 
trading. 

The order wouid come to Arthur Lipper, and he would 
negotiate with several market makers, in order to obtain the 
best execution. ) 

Q Right. 

Now, at the time you had -- Mr. Lipper was executing, 
over the counter transactions for no ccmmission, do you 
recall that period of time? 

A Yes, sir. 

Q Did you have any discussions with the New York 
Stock Exchange, with respect to Mr. Lipper charging no 
commissions ? 

A No, sir. 

Q Did there come a time when Mr. Lipper ceased heeds 
no commissions on over the counter transactions? 

A Now we are talking in respect of registered companies, 
we are not talking about IOS manared funds? 

Q Well, aii I know is that, as I understand your 
testimony, there came a time when Mr. Lipper charged no 
see bs on over the counter transactions; is thatcorrect? 

To registered investment commans, 
To registered investment companies? 


That's right. Pursuant to my advise. 


Why wouldhe not -- why waid he charge a oe 


investment company a full commission? 

HEARING EXAMINER BIAIR: Mr. laPrade, if youre asking 
Mr. Conwiil to state his advise to Me. Lipper, that's one 
thing. 

But to speculate upon what Mr. Lipper might be thinking 
is quite another thie. 

BY MR. LAPRADE: 

Q Did you have any discussions withir. Lipper as to 
whether or not he should charge IOS six cents per share, for 
effecting over the counter transactions? 

A We11, I think we are @tting a 1ittie confusion into 
the record now. There was a period -- 

Q I mean no commission, 

A Did I have discussions as to whetner he should 
charge IOS no commissions? 

Q Right. 

A We did have discussions. 

My advise was that he wouid not be permitted to 
clge IOS anything other than she fuii1 commission, at thet 
time, because of the necessary service he was providing with 
his communications facilities. 

That the Stock Exchange would very much frown on it, 


whereas -- and would have a reason to frown on it. 


I alco believed that the Stock Execnange would frown | 
{ 


on his practice of charging no commissions to registered 
29oF 
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investment companies, but in balancing the factors of the 
future of the corporation, I feit that we might make some 
points with the staff of the Securities and Exchange 


Commission, if we charged no commission to registered invest- 


ment companies, and I wouid have preferred to do that and run 


the risk of having a fight on that subject with the New York 
Stock Exchange. 

Q Well, did Mr.Lipper -- do you know whether Mr. 
Lipper ever stopped clarging no commission on over the 
counter transactions, for investment companies, registered 
investment companies? 

A Yes, sir. 

Q At that time, did you compBin to the Securities 
and Exchange Commission? 

A He stopped making no charge when it was indicated 
by the New York Stock Exchange that you must at least rake 
a charge sufficient to. cover your cost. 

At that point we went through the six cents per 
share episode, which is our present charge, and when the 
New York Stock Exhcange objected to our six cents per share, 
qe then complained to the Securities and Exchange Commission, 
with the letter to Mr. Freeman, which has been introduced in 
evidence. 


Q Right. 


Now, at the time that you were charging six cents 
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per share, was there any discussion had between you and Mr. 
Lipper as to reducing the charge thatyou would, or the cost, 
that you wouid charge I0S? 

A Yes, sir. 

And what was the nature of that discussion? 

A Well, that -- one happy resuit of that, under that 
interpretation by the New York Stcck Excharge, was that if 
you were justified in -- if you had to charge an amount to 
be sufficient to cover your cost, then my interpretation of 
that was shat you could apply that across the board, to any 
customer, including IOS managed funds, even though we had 
So use a communications facilities. 

Therefore, I advised M«. Lipper, without consulting 
the New Ycris Stock Exchange on the subject, that he could 
aiso charge IOS managed funds on the basis of six cents 


per share. 
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Q Were you satisfied that 6 cents per share would 


cover Mr. Lipper's cost? 

A Mr. La Prade, I am not an expert in determining 
brokeragehouse costs, so I wouldn't have any independent way 
of evaluating it. 

On the other hand, this is what Mr. Lipper told 
me, what his chief financial officer told me, what his chief 
finnncial officer told ion, Mr. Martin Tell, and I do have 
confidence in that, and was Satisfied, 

Q They represented to you the 6 cents per share 
would represent their cost of executing? 


A Yes, sir, 


Q Was there any representation that that might leave 


then with a small profit? 

A I don’t recall. 

Q Well, in light of your discussions with the New 
York Stock Exchange, within, I chink it was pointed out that 
one of the problems of shunts less than cost to insti- 
tutions executing transactions on the New York Stock Exchange 
was that it might be considerad rebative in order to get their 
.buginess; is that correct? 

A 

Q Were you concerned when you were discussing that 
6 cents per share cost, that it might be considered rebative, 


if Mr. Lipper were not making a slight profit? 292 
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A I don’t recall, because I -= that I was concerned, 


Mr. La Prade, because I was using the express language of the 


New York Stock Exchange, when they said you must make a charg 


at least equal or sufficient to cover your cost. 

So, using their language, I wes happy to use theix 
langvage quite literally. 

Q Do you know whether or not, in your discussions 
with ir. Lipper, that the profit would be an element of his 
cost figure? 

A It may have been, Mr. La Prade. I simply don't 
remember, 

I did examine each presentation of figures that 
went to the New York Stock Exchange, and there were rather 
elaborate presentations. 

Now, whether Mr. Tell, who prepared those, in- 
cludec a factor for profit, I just don't imow. 

Q When did you -- 

A It does seem to me that the ultieate result was 
that we certainly weren't losing any, and we probably were 
making a little. au 

Q When did these discussions with Mr. Lipper take 
place, on the 6 cents per share charge? 

A Probably in January of 1969, or February, because 
I believe that the general counsel of Arthur Lipper Corporatio 


prepared and submitted the ad to the New York Stock Exchange 
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for approval, some time in February of 1969, 


Q Would this be the same time period that it was 
decided that {10S funds would also be charged 6 cents — 
share? 

A Yes, sir. 

Q Now, you testified that you conducted some inde- 
pendent research prior to rendering your decision in 1967, to! 


Mr. Lipper, thet he would have to charge the minimum New York 


A Yes, sir. 


Stock Exchange commission on over-the-counter transactions? | 
1 


Q Did you consult with any members of your firm 
prior to rendering your opinion? 

A I don't recall specifically, although I would be 
surprised if I dida’t consult with at least one of ny partners! 
for whom I have a high regard, as an expert in this area. 

Q But you have no recollection -- 

A I have no. specific recollection, 

Q Now, you testified that you attended board of 
directors’ meetings, except for a period of time in 1967 when 
you had your accident, and were not fully able to participate; } 
is that correct? 

A Wasn't able to participate at all. Yes, sir. 

Q Now, do you recall being present at a board of 
directors' meeting in Alculpo, in February or March of 1968? 


A April cf 1968. 
301 


April of 19687 
Yes, 
I pin that date down because it happened to be 


at the time that Dr. Martin Luther King was assassinated. So 


i Q Do you know whether Mr, Lipper was present at that 


mecting? 
A Yes, sir, he was, 
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Q Do you recaiil whether or not Mr. Lipper participated 
in the meeting? 

A Yes, I recaii. 

Q Was this the meeting where Mr. Lipper discussed and 
“‘tngecmed the various members of tke Board of Directors the 
manner in which he wasexecuting over the counter transactions 
for the various IOS affiliated funds? 

A Wel1, I don't recall whether he did it at that 
meeting or not. It had been done many times before. 

Actually, the generai mechanics, since I was 
regarded vy my co-directors as something of an expert in the 
fieid, many of the discussions in prior meetings had been 
by myseif. 

At this meeting Mr. Lipper may weil have, or MM. 
Haft may have. I probably did. 

Q Well, do you recail wether these directors of Fund 
of Funds were epenteiedaay advised that Arthur Lipper 
Corporation was giving up 50 percent of their commissions on 
over the counter transactions executed for the portfolio of 
Fund of Funds, to IPC or to other brokers, at the direction 
of IOS? 


A Yes, sir. 


They were specifically advised. 


Q You -- | z 
| 
; 


,Who specifically advised them of that fact? 39° 
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HEARING EXAMINER BIAIR: You mean at the meeting? 

ie} At the meeting? 

A Probably myseif. 

Q At the meeting wherein youreported the fact of the 
give-ups by Arthur Liger -- : 

HEARING EXAMINER BLAIR: The Acapuio meeting, since there 
are several meetings Mr. Conwi1i stated they had been advised ? 

Q At anyof these meetings wherein you advised the 
directors of Fund of Funds of the 50 percent give by 
Arthur Lipper on transactions effected for the Fund of Funds 
portfolio, did you convey the views of the Securities and 
Exchange Commission on over the counter give-ups? 

A Yes ,sir. 

Q Wrat views didyou convey to them? 

A Essentially the views that I retated to you, when 
you asked me what I believed a staff memeber would have toid 
me about over the counter give ups, Mr. LaPrade, 

| You see, the members of the Fund of Funds Board, as 
I indicated before were -- had this subject under nearly 
constant discussion, since the oroginal order instituting 
proceedings in 1966. 
Now, of those members, of course some would know 


it automatically, becauseone was mr. Cornfeid,who was 


@ respondent in this proceeding; the other is Mr. Cowett, whds 


‘ 
‘ 


@ respondent in this proceeding, who Iwouid Say 18 quite 
30k 


weli informed on the genera1 Subject matter. 
In other words, Mr.Robert Nagler, who was President ct 
the Fund of Funds for a period, and who had a background with 


Dryfus Corporation, and Equity Funding, so he was familiar 


with the generalarea. 


of the Toronto StockExchange, So one didn't have to draw 


pictures to him of this type of activity. 


| 
Another director was Erik Duff Scott, @ past President | 
{ 


And the last one, as I recali, was Wiison w. Wyatt, a man | 
with a very inquiring mind, who, when the proceedings were | 
first instituted spent literaliy hours with me outside of | 
Board Sheeran as I went though the various means of reciprocal 
practices and give-ups, and what was customary. | 

Q Now, were you asked for your views as to the 
Securities and Exchange Commission's position? 

A Yes, sir. 

Q Did you give your views? 

A Yes, sir. 

Q What were theseviews tht you gave the Beard of 
Directors? 

A That the staff of the Securities and Exchange 
Commission waswrong, as a matter of law. 


Q Now, -- 


MR. DUDLEY: Off the record. 


HEAHING EXAMINER BLAIR: Off the record. 


(Discussion off the record.) 


HEARING EXAMINER BIAIR: Back on the record. 


BY MR.L@PRADE: 


Q Did you at these meetings make clear thatover the 


A I had no specific recollection. My -- I believe 
T must have, however. 

In explaining, as I did explain the theory of 
members, some members of the staff of the SEC. 

Q Did you inform these directors that there were no 
rules as to minimun rates on over the counter transactions? 

A Weil, I would have informed them thatIos -- 

Q Well, did you, that's the questions? 

A I wouldn't have said that geerally. I wouid have 
informed them tht the IOS managed funds, and particuZBrily 
the fund for whith we were responsible had no alternative but 
to pay the minimum commission of the New York Stock Exchange. 


Q Did you advise them and -- what was the basis of 


your 30 advising them? 


™e 


counter commissions were subject tonegotiation? 
| 
: 
| 


A Because Arthur Lipper ihc iis aa or anyone occupying 
ine roie of Arthur Lipper Corporation, ee a ee, 
tions facility which had to be used in order for an execution | 
to be made by our Fundof Funds, was performing a necessary 


function, and the Stock Exchange would not tolerate our 


charging, at that time, anything 1ess then the minimum 306 


commission. 


The sole exception for that would have been‘’what you 
referred to earlier, Mr. laPprade, that if a prtfolio manager 
in the Fund of Funds could have gone to a foreign branch . 


office of the United States broker-dealer, who happened to 


be @ market maker. 


If that situation exists, that could have been done. 
I don'tknow whether it ever existed. 


i] Did you inform these directors at these meetings, 


that there were no ruies with respect to minimum commissions 


or rates which were charged on the over the counter trans- 


4 


actions? * 


A I informed them that theStock Exchange would reouire 


this charge to be made under our circumstances. 


i 

{ 

I didn't | 
{ 


get into any NASD Ruies, because they were not relevant to our/| 


Situation. 


Q Did you inform them that there were no rules? 


¢ 


“A No, sir. 


Da ian chen 
Sean see tates in en tM 1 Ainlin tial ball 


ae 


No NASD Rules. I'11 have to modify that. No NASD | 
Rules e £ 


Q Now, did you at the time of these Board of Directors | 


ed kaa 


meetings, inform these directors that Arthur Lipper Corporation 
was returning or giving up 50 percent of the commissions that 


he was receiving? 


Sot a cath Se 


A yes, sir. 
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Q You specifically toidthe Board of Directors that 
&rthur Lipper Corporation was giving up 50 percent of the 
commissions? ‘ 

A Yes, sir. 

Q Now, do you kow if there were any minutes of those 
Boa;'d of Directors meetings? 

A Yes, sir. 


Q Do you have those minutes of the Board of Directors 


meetings? 


A Yes, sir. 
Q Do you have them here with you now? 

A Nix, Sir. 

Q Could you get them for us? | 
A I could. The matter couid not, I could te11 you now! 


inasmuch as I have had occasiontc go over the minutes of the | 


Acapulo meeting, in an entirely different contest, that it 


to put into the minutes of corporations we represent, only 


matters requiring fonai decisional action, Such as express 


™e 


resolutions. 


would not Le referred to, because it's our office practice 
] 
} 


So the minutes would refiect nothing on this subject. 
And specifically the Acapulo minutes do not, because I had 
occaSion to reread them as iate as iast week, 


Not in this context. 


Would any of the minutes’ refiect Ge 


at the Board of Directors meetings? 

A Doubtful. 

Mr. IaPprade, as I Say,my practice is to put as 
little in minutes as possible, 

Q Now, at these directors meetings, did you ever 
inform the Board cf Directors that under the Rules of the 
Board of Governors the New York Stock Exchange, 1t was 
permitted to adjust the investment advisory fees being paid 
by the fund, in accordance wita commission buSiness received? 

A No, sir, I did not. 

Q Now, at some point in time -- 

A You understand, they had no rules. But it would 
not have been contrary to the rules of the Stock Exchange 


todo mat you said. That's entirely accurate. 


| 
| 
i 
| 


They didn't have any express rule one way or another. 


| 


on the subject. | 
i 
Butit could have been done, and I didnot infm them | 
that itcould have been done. 
Q Now, did there come a time when you jearned from 
Mr. Lipper that he was making a large amount of money from 
the business that he was receiving from I0S? 
A Yes, sir. 
Q When did that time occur? 
A From practically the beginning of his business, 


: 
| 
| 
| 
| 
| 
i 


early in 1967, it was quite apparent. 309 
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Now, I wasout of action from the end of April 1967, unti1, 
well, Mr. Lipper had visited me on occasions 1n the hospital. 


I suppose I did get really xtive in his affairs, though, 


in terms of daily telephone conferences. until say January 


| 
| 
of 1968. | | 


And certainty it WaSquite apparent at that time, that he | 


waS making a tremendous amaunt of money, off the Ios brekerage.. 


(Continued on next page.) 
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Q Did you ever report this to the Fund of Funds 
Board of Directors? 

A I don’t recall. They knew how mich, because 
Teports were submitted to each meeting of the amount of | 
brokerage, and it was an enormous amount generated by our 
fund. 

Q But did they know the amount of profit that 
Mr. Lipper was making from these transactions? 


A I don't think they would have had any way to 


figures, he must be making out rather well. 


know it, other than to surmise, with the rather astronomical | 
} 


Q Now, at -- did you know the relationship of In- 
vestment Planning Corporation to I0S, in 1967? 
A Yes, sir. 


You knew that ICS had an 80 per cent interest 


Yes, sir. 


Q Now, do you know what services IPC was performing 


for 10S, in 1967? 


~ 


A I know they Iney-- knew of the relationship. I 
think I have to answer your question, no, because I never 
represented IPC, : 

They had another lawyer who was highly qualified, 
and I never had occasion to represent IPC, 


Q You were femiliar with -- you were a Cause Ss 


the Fund of Funds, is that correct? 
A Yes, sir, 
Q Did you represent IOS at this time? 
A Yes, sir. 
Q Now, do you know whether or not IPC was furnish- 
ing any investment advice to any IOS affiliated fund? 
A I don't know. 
Q Do you know if they wecz furnishing any investment! 
advice to Fund of Funds? 
A Well, only in the indirect sense that the Fund 
of Funds, for quite a long period of time, maintained a 
large position in shares of Fund of America, which was 
managed by Fund of America Management Cempany, a subsidiary 
of irc. 
We as directors were happy for quite a long 
period of time with that investment, and to that extent, 
we were getting the benefit of investment advice there, in 
relation to only the Fund of America. 
I don't believe we would have had any advice 


with respect to other Portions of the Fund of Funds portfolio. 


| 
} 


Q Was IPC selling any shares of Fund of Funds? 
HEARING EXAMINER BLAIR: When? 
In 1967, '68 or -- 
No, sir. 


Were they selling shares of any other IOS 
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affiliated funds in 1967, '68 or '697 
A No, sir. | 
And the exception to that would be Fund of 
America, because Fund of America being affiliated with IPC, 
which was affiliated with 10S, why, they were selling Fund 
of America, and very hcavily selling Fund of America. 


Q But, under the terms of the 1967 settlement 


order, wasn't IOS under a directive to divest themselves of 


their interest in Fund of America, IPC? 

A IPC, yes, sir. 

Q Yes. Which controlled Fund of America; is that 
correct? 

A Yes, sir. 

Tt would have been, they were directed to divest 
themselves of IPC, and therefore the subsidiary Fund of 
America Management Company. 

There was nothing which prevented their continued | 
omership of shares of Fund of America itself, in the Fund 
of Funds. 

Q Now, do you know or did you ever learn that IPC 
paid some $250,000 to Fund of America in 1969? 
A Could I have that question read back, please? 

(Whereupon, the pending question was read back 


by the reporter.) 


A No, sir. 313 
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Do you know -- withdrawn. 

Do you have any knowledge of IPC having paid 
any, or returned any monies to Fund of America, in 1968 or 
"69 or 1970? 

A I have no knowledge of any such payments, lates 
Q Now, after the Commission instituted these pro- 
ceedings, do you know if IPC ever returned any give-ups it 
had received from Fund of America? 
A Returned -- 
To Fund of America? 


Q 
A Returned to whom? 
Q 


To Fund of America, any give-up of comnissions 
it had received on Fund of America transactions? 

ry I don't know. 

Q Now, the Commission instituted these proceedings 
in the fall of 1969, is that correct? 

A September 23rd. 

Q Now -- 

A I have reason to remember it. 

Q Did you discuss these proceedings with any of 
your fellow directors on the Board of Directors of Fund of 
Funds? 

A At great length, sir. 

Q Can you tell us what, in summary form, what the 


substance of these discussions were? 
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1080 | 
A I explained at considerable length, the nature | 


of the allegations with respect to [0S and each ICS respondent, 


and Arthur Lipper III, I would say I disc: ssed it in con- 


’ 
and similarly, with respect to Arthur Lipper Corporation, | 
j 


siderable detail, and evaluated for the d.rectors my opinion 
as to the merits of the proceeding. 

Q Would you give us the opinion that you rendered 
to the Board of Directors of Fund of Funds? 

MR. DUDLEY: I'd like to object, because I think 
now we are trying the proceedings, and I think Mr. Conwill's 
opinion is really irrelevant. 

HEARING EXAMINER BLAIR: What purpose would be 
served in eliciting the opinion of Mr. Comvill, Mr. LaPrade? 
I have been rather liberal in allowing you to go into these 
details, but now that the objection is raised, I'd like 
you to state the relevancy of the line of questioning that 
you have engaged in. | 

MR. LA PRADE: I'L! not pursue that. 1'11 with- 
draw that questicn. 

BY MR. LA PRADE: 
Q Do you still presently represent 10S? 
A Yes, sir. 

As I think I indicated before, I'm not their 

sole counsel. They have occasion to use a great many lawyers, | 


and law firms, both in the United States and throughout the 
315 
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world. But I represent them extensively, 

Q Do you represent them in this proceeding? 

A No, sir. 

Q Now, with resvect to the conversaticns that you 
had with the New York Stock Exchange, do you have any 
written memorandums, in your file, of those conversations? 

A No, siz. 

Q Do yuu know, as a member of the Board of Directors 
of Fund of Funds, whether c aot that Fund has American 
shareholders? 

HEARING EXAMINER BLAIR: At the Present time? 
In 1967? 

A As a matter of personal knowledge, I can make a 
very informed statement. : 

I am not trying to be evasive, but I did repre- 
sent I0S in various phases of their -- I don't know whether 


you want this on the record or not. 


HEARING EXAMINER BLAIR: Continue. 


Commission proceedings, leading up to the settlement order 
of May, 1967, until I withdrew. 

And in that connection, I caused, threugh my 
own staff, to put information together from the original 


files of I0S, as to the number of United “tates Citizen or 


A (Continuing) <-- at various stages of their | 


Nationals who were shareholders of the Fund of Funds, because | 
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that was quite germane, and in fact the Staff of the SEC 
had asked us for it, | 

I supervised the preparation of the IBM program 
that developed that information for us. t 

At that time -- now I'm speaking prior to the 
settlement ordez a ny recollection is that about six per 
cent of the total value in doilars of the Fund of Funds, 
was held by United States Citizens. Five to six per cent, 

Now, under the terms of the settlement, one of 
the terms of the settlement order was that United States 
shareholders were required to be given the option either to 
rescind their FCF purchases, and be refunded all monies that | 
they had spent, including sales load, or to shift into, 
without charge, any one of a designated list of United States 


mutual funds, and continue their contractual programs, if 


Funds investment, 


they had one, with that fund, or to retain their Fund of 


My recollection is that probably about half of 
the United States Citizens exercised one of the options, 
either to get a refund, ‘ei to shift into i deci fund, 
so that at the time you're speaking of, I would say that 
somewhere between two and three per cent of the Fund of Funds ! 
stockholders were United States citizens. 
Q 1967-19687 


A As far as I know, that would prevail to date. I 
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have made no further inquiry. 
~ Q How many persons would that two per cent figure 
represent? 
A Well, we did it in terms of value, which was 
the normal way that we referred to it, in terms of dation 
value. 

If there are’ two per cent now, of the total 
number of sharcholders of Fund of Funds who are United States 
Citizens, Naticnals, or residents, that would be approxi- 
mately 3,000 people. 

HEARING EXAMINER BLAIR: Would you believe that 
that's a fair estimate? 

THE WITNESS: I would say that's a fair estimate, 
yes, sir. 

Roughly 18 million shares outstanding, held by, 

I would say, 29,090 shareholder accounts. 

MR. LA PRADE: I have no further questions. 

HEARING EXAMINER BLAIR: Nr. Dudley? 

MR, DUDLEY: I have no questions. 

HEARING EXAMINER BLAIR: Thank you very much for 


‘coning in, Mr. Comvill. 


- THE WITNESS: Surely, Mr. Examiner. 
(Witness excused.) 
HEARING EXAMINER BLAIR: There being nothing 
further at this time, we will recess, to reconvene promptly 


at 2:30. 


. (Whereupon , at 1:30 o'clock P.M. a luncheon 
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(Full testimony of Robert M. Bishop] 
AFTERNOON SESSION 
2:40 o'clock P.M. 

HEARING EXAMINERBLAIR: The hearing wii1l ccme to order. 

Is the Division cailirg a witness at this time? 

MR. LaPRADE: Yes, Mr. Bishop of the New york Stcci 
Exchange. 

HEARING EXAMINER BIAIR: Would you raise your rignt hand, 
sir? 

- Do you swear the testimony you are about to give in this 
matter wiii be the truth, the whole truth and mthing but the 
truth so lelp you God? | 

MR. BISHOP: Ido. 
ROBERT BISHOP 
called as a Witness, being first duly sworn by the Hearing 
Examiner, was examined and testified as foliows: 


DIRECT EXAMINATION . 


Q State your full name for tue record, pie&aése? 

A Robert M. Bishcp. 

Q Can you give us your éddress, sas elias eddress? 

A The New York Stock ixchange, Department of Member 
Firms, 4 New vork Plaza, New Y rk City. 

Q Are you acconpanied nore today by counse1? 


A Yes, 


| 

| 

| 

BY MR. LaPRADE: | | 
| 

| 

| 

| 

| 

| 

! 

| 


MR. IaPRADE: Would your counsel please identify "as | 
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for the record, piease? 

MR. HARDIN: My name 1s Adil Hardin, Jr. I am associated 
with Milbank, Tweed, Hadley and McCloy. We represent the 
Exchange. Ht 


HEARING EXAMINER BLAIR: Thank you. 


BY MR. LaPRADE: 


New York Stock Excl nge? 

A Vice President in charge of the Department of 
Member firms. 

Q Andhow long have you been a Vice Press ent of 
New York Stock Exchange? 


A Since 1963 or '64, 


Q Now, in what capacity are you employed by the 


Q How long have you been a member of the Department 
of Member Firms? 

A Since 1960. 

Q Now, wouidyou jee dees the functions previously 
of the -- briefly of the Department of Member Firns? 

A The Exchanges charged with certain regulartory 
oversight of its member organizations, most of which is 
expressed in Exchange Ruics and Constitution, and, of course, | 
some of the 34 acts. 


The Department cf Member Firms is charged with 


carrying out this responsibility by the Exchange with a few 


exceptions, such as the review of advertising and market 
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letters, and the review of new members &@nd aiiied members. 
I think, otherwise, practically aii the reguiatory functions ' >: 
of the Exchange are in the Department of Member Firms, and @ 
the fioor, the oversight of the fart of the Member Firms, 
that are actually on the fiocr are unuer the Floor Department. 
Q Now, do you know Mr. Allan Convill of the firm of 
Wilkie Farr & Galiagher? 
A Yes. 
Do you know Mr. Arthur Lipper? 
A Yes, aithough not well enough to be sure whether 
he is here today. 
Q Right. 
This is Arthur Lipper the third. 
A The one who is President cf or the head of Arthur 
Lipper -- 
i) Corporation? 
A I know that his father also has a firm with the 
same name. The son we are talking about. 
Q Right. 
Now, do ypu recail having any discussion in 1966 -- 


1967 with elther Mr. Conwi1i or Mr. Lipper concerning the 


| 
| 
7 
: 
| 
| 
| 
| 
| 
| 
! 
l 
| 


proprietary of a@ member firm chasing less than a New Ycric 
Stock Exchenge -- a full New Yoric Stocle Exchange commission 


on over the counter transactions? 


A HO, 1 do not. ‘ 321 


again? 

(Whereupon, the last question and answer were read back 
by the Reporter.) 
BY MR. LaPRADE: 

Q Is it that you do not recaili1, whether in fact, ym 
had @ meeting or that you did not have a meeting? 

A I do not recaii that I had a meeting. 

Q We11, do you usually keer records or a diary when 
you do -- when peopie do ccme to the New York Stock Excnange 
and meet with you? 

A Yes, although I frequentiy have meetings tht don't 


get into the diary. 


1087 
HEARING EXAMINER BIAIR: May I have the question read 
| 
| 
1 
| 


<2 e ee eee 


If it's been arranged in advance it's usualiy in it.! 
Q Have you checked your diary before appearing here 
today to determine whether or not you had a meeting with [fr. 


Conwiil in 1567? 


en nk eee ae 


A No. 
Q You have not? 
A No. 
HEARING EXAMINER BLAIR: You say you did nct checic? 
THE WITNESS: I did not check my dlary. 
HEARING EXAMINER BLAIR: Very reli. 
BYMR. LaPRADE: 


Q Now, do you usaulily, after having had 


pare memorandums of what wasdiscussed ina meeting? 
A Ipersonaily do not. 

Q Weil, if there are other people present at the meeting 
other than yourself, for instance, connected with the New 
York Stock Exchange, wouid they prepare memorandums ? 

A They frequentiy do. It's rot a uniform practice. 

Q Prior to appearing here today have you directed 
a search of the Division of Member Firms' fiies to determine 
whether or not any Such memorandum of a meeting with Alian 
Conwiil in 1967 exists? 

A I did not direct such a Search, but one of my 
@ssociates did, and reports to me that we have no memoranda 
on Such a meeting. 


A) Now, would you state for the record the position of 


s 


| 
| 
| 
| 
| 
| 


the New York Stock Exchange in 1967 with respect toMember 
Firms, the commission that Member Firms shcuid charge in 
executing over the counter transac ton 


A We had no position on 


The New York Stoci- Exchanse minimur Ccmmlssions 


applied to New York Stock Exchange trades, not over the 
counter trades. 

4) To what extent does the New York Stock Exchange 
feei-that it has the authority to establish rates in the 


over the counter market? Aj 
i 
' 


A We don't feei that we hat’ any authority to estabiish 
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rates in the over the counter market. 

Q Can the rates charged in the over the counter markets 
by member firms, be considered reoative practices? 

A It's possible. 

Q Then can you explain situations wherein 1t would be! 
possibie. 

A The New York Stocic Exchange constitution prohibits 
direct or indirect rebates on listed Security transactions. 

The most direct form of a rebate would be Giving 
cash. 

Now, I might elaborate and Say that the word rebate 
here does not necessarily giving -- Giving thepayxzents of 
some kind to the customer from whem you receive the order, 
rather, it extends to paying it to anyperson who is not 
either -- who is not pigcusieas with the firm or the firm 


itself. 


| 
, 
| 
| 
| 
: 
| 
| 


Now, as I Said, the most direct forn would be making: 

l 

@ payment to the customer himseif, | 
The next level wouid be making a payment to someone 


| 

not connected with the firm who 1s not registered. | 
i 

* os } 

The next levei might be lurnishing a services that 

{ 

WaS out of the ordinery line of entertainment to the customer | 


or Someone eise with respect to business received, and among 


such kind of services could be the doing of over the counter 


trades at less than cost or the Going rate, and through 32k 


1090 
that Kind of reasoning you get araind to the possibility of 
that there -- can be a connection of between rebating and 
cver the counter transactions. 

Q Now, let me give you a hypothetical. 

If a Member Firm were executing ‘ined weet on 

the New York Stock Exchange for an institutional client, 
would the Now York Stock’ Exchange require that said member 
charge a minimum stock exchange commission on over the 
counter transaction executed for that institutional client? | 

A No, we wouid not require that, out we would esac: & 
expect the member firm to demonstrate to. us, if they did it 
at less than the usual commission, to demonstrate that they 


were not doing it below ast. 


rebating. 


In other words, tmt they weren't engaging in mes | 


Q Was that your position in 1967? 

A Yes. 

Q Now, can ycu teil us whether that 1 
position of the Exchange or vas sti11 the position of the 
Exchange in 1968 and '69? hy 
A Yes. 
Q It was? 


A Yes. 


(Continued on next page.) 
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Q *, IT show you what has been introduced in 


evidence in these proceedings as Division's Exhibit No. 70. 
A WhoS exhibit? 
Q Division's Exhibit Noe. 70. 
MR. KLOTZ: 7&. 
MR. LA PPADE: There is some confusion, 
BEARING EXAMIIZR BLAIR: Off the record, 
(Discussion off the record.) 
HEARING EXAMINER BLAIR: Om the record, 
MR. LA PRADE: ‘The document has been entered into 
as Divison's Exhibit 78. 
BY FER. LA PRANE: 
Q I show you Division's Exhibit 78, Mr. Bishop. 
Do vou recngnize that document? 
A Yes. 
Q Can you expiain the origin of the document, how 
it's prepares, ond the function that it serves? 
A I think I'd have to read some of it to be sure. 
Q Well, generally -- 
A Te appears to be the type of bulletin that's pre- 
pared from time to time to be cirevleted to the membership. 
Q 4nd it is circulated to the members? 


Yeas 


é 
Q How is it circulated? 


HEARING EXAMINER BLALR: Is there a parcicular 
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form of information contained in this type of bulletin in 
contrast with other publications? 
THE WITNESS: Well, this was a less formal docu- 
ment than, say, a member firm's educational circular. 
Most of these messages from the President are 
written in a popular style, just trying to communicate. 
BY MR. LA PRADE: 
Q How are they circulated to members? 
A Oh, they go chrotgh our -- through the 
through the Exchange's delivery system to New York 
Q Do you know whether or not thi. exhibit was mailed | 
to the members? 


A Well, 1 can't be sure. 


| 


| 
| 
| 
3 


From the looks of it, it probably was, but I reali: 
have to zo back in the files to be sure. 
Q Well, can you go back and cheek your files 
submit to us in writing a letter to the efiect whether 
it was mailed? 
A Yes, sir. 
MR. LA PRADE: At this point;- Mr. Hearing Excniner 


could we leave this portion of Mr. Bishop's testimony open So 


~ 
“ 


that when his letter is received we micht mari: it as Division: 
oO 


en ee re 


Exhibit No. 84? 


HEARING EXAMINER BLAIR: Mr. Dudlcy? 


MR. DUDLEY: Well, could we work out maybe Some 
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stipulations that it was presumed to have been circulated, 


and thet if Mr. Bishop finds out at a subsequcnt time some- 
thing different, we can correct the record? 

HEARING EXAMINER BLAIR: Yes. 

Let me just ask you this: 

The normal practice is, this bulletin would have 
been mailed in the ordinary course of New York Stock Exc 
business to the member firms? 

THE WITNESS: Yes, it would. 

HEARING EXAMINER BLAIR: Very well. 

Do you wish to stipulate, subject to ir. Bishop's 
advising the Division of any inaccuracy therein, that this 
particular Division's Exhibit No. 76, being a periodic report 
dated February 1, 1967, was mailed in the orcinary course of 
the Exchange business to member £1 

MR. DUDLEY: Yes. 

MR. LA PRADE: Yes. 

HEARING EXAMINER BLAIR: Very well. 

The stipulation is accepted. 

The Division is entering into that stipulation? 

MR. LA PRADE: Yes. 

HEARING EXAMINER BLAIR: CVery well. 

And, Mr. Bishop, would you be able, upon your re- 


turn to your office, be able to check and advise the Division 


by a letter mailed today whether this particular bulletin was, 
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in fact, mailed? 


THE WiTNcSS: While you have been having this 
exchange, I have looked at it Superficially, and it looks 
familiar to me, familiar cnough to me to state that it was 
mailed, unless you happen to have some proof copy, and t can't 
see any reason why you should. 

MR. DUDLEY: One matter of clarification, es- 
pecially since Arthur Lipper Corperation was not inexistence | 
until April, 1967, I would like Mr. Lishop to be -- see whether 


he can say it was mailed at or sbout February 1, 1967. 


HEARING EXAMINER BLAIR: Would that be the ordinar 


MR. DUDLEY: Taank you, 

HEARING EXAMINER BLAIR: Very well. 

In view of that, cre you willing to relieve kr. 
Bishop of the request that you have made? 

MR. LA PRADE: Yes, sir. 

HEARING EXAIIIER BLAIR: Very well, 

Mr. Bishop, your cestimony in that regard will be 
sufficient, 
BY MR. LA PRADE: 

Q Mc. Bishop, do you recall ever having told Arthur 

Lipper, Allan Contrill, or anyone in the law firm of Willkie, 


Farr & Gallagher, or, as a matter of faci, anyone during the 


practice? 
THE WITNESS: Yes, it would be. 
| 
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period of 1967 to 1969 that the minimum New York Stock Ex- 

change Commission had to be charged by member firms on over- 
3 the-counter transactions? 
J A No. I do not so recall, 
5 MR. LA PRADE: TI have no further questions. - 
s | HEARING EXAMINER BLAIR: Mr. Dudley. 
7 CROSS-EXAMINATION 
9 | BY MR, DUDLEY: ‘a 
3 Q Mr, Bishop, I believe you have testified in ensver 
10 to one of Mr. La Prade's quetions that if a member of the New . 
Th York Stock Exchange charged less than the New York Stock Ex- 
12 change standard commission in the over-the-counter market, 
13 that this could be deemed rebative, a rebate; is that correct? ’ 
14 A It might be. 


(Continued on following page.) 
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Q And I believe you put it in terms of less than 
the going rate or the usual commission. 
Do you recall that? 
A Perhaps I used that phrase, but I thought I 


said less than cost or the going rate; something of that * 


nature. 
The cost is the important pert. 
Q What would the going rate refer te, sir? 
A Whatever the firm ordinarily charged on its 


over-the-counter trades. 

Q Well, with respect to New York Stock Exchange 
members, is it not a fact that as a matter of practice 
agency transactions in deg over-the-counter market by and 
Large had the New York comnission tate applied to them as 
far as the public concerned? : 

A That's my understanding. 

REARING EXAMINER BLATR: New York Exchange 
commission rate. 
MR. DUDLEY: New York Exchange commission vate. 
Could I kave one second? ce 
HEARING EXAMINER BLAIR: Yes. 
BY ER. DUDLEY: 
Q Mr. Bishop, could I ask you to turn to Page & 


of the document which Mr. LaPrade handed you, which is 


Division's Exhibit 78? 
331 
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Yes. 


Well, do you notice a chart on Page 8? © 


Yes. 


And would you note the block which says OTC 
ed 

Would that refer to over-the-counter? 

Yes. 


And could you explain -- are you familiar enough 


with this document to explain exactly what that diagram 


means? 


A 


E think I'd have to read the paragraphs around 


it to see what it's a to. 


Q 


Well, without going into that, would this block 


tend to indicate that there were give-up. checks paid over= 


' the-covnter -- in the over-the-counter market to NASD menbers 


if you are able to refresh yourself at this time? 


A 


Q 
A 


Would you give me a minute or two to see what 
this is aying? 


Certainly, sir. 


I notice on Page 6, near tht bottom of the Pp2ge, 


there is a paragraph that describes what's meant by this 


section c the chart. 


Q 


. ALL right. 


Is that the paragraph beginning "A similar 


practice has arisen"? 
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A Yes, 


MR. DUDLEY: Thank you very much, sir. I have 
no further questicns. 


i 
MR. LA PRADE: Could i have a couple of minutes | 


to confer? 
HEARING EXAMIIZR BLAIR: Yes. 
We will have a fiva-minute recess. 
(Whereupon, a recess wns taken at 3:09 o’clock 
P.M.) , 
(Whereupon, the hearing reconvened at 3:05 o'cleck 
e. i.) 
HEARTNG EXAMINER BLATR: The hearing will come 
to order. 


MR. LA PRADE: Could we heve the last two 


eee Pe ae nerre es 


questions, I think, before whore lf. Dedley posed the question 
to Me. Bishop, wherein Me. Bishop answexed with respect to 


his understanding cf the customary practices? 


Oe eee 


HEARING EXAMINER BLAIR: You mean the customary 
practice with respoct to Gro commission charses? 
=> 


MR. LA PRADE: Yes. 


™~e 


(Whereupon, the pertinent portion of the record 


i 
| 
' 
was read back by the reporter.) | 
REDIRECT EXANINATION | 
BY TR, LA FRADE: 


Q Now, Mr. Dishop, is it a requirement of the 


| 
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New York Stock Exchange that the minimum New York Stock 
Exchange be charged by member firms in executing over-the- 
counter transactions, even though the minimum Stcckx Exchange ! 
commission exceeds the cost of executing the transaction? 
A No. 

MR. LA PRADE: All right. No further questions. 

HEARING EXAMINER BLAIR: Mz. Dudley? | 

MR. DUDLEY: No further questions. 

HEARING EXAMINER BLAIR: ‘Thank you very much 
for coming in, M. Bishop. | 

THE WITWESS: Thank you. 

HEARING EXAMINER BLATR: Yow are excused. 

MR. DUDLEY: That concludes a case. 

MR. LA PRADE: That concludes our case, too. 


. HEARING EXAMINER BLATR: You are finished with 


rebuttal? 

MR. LA PRADE: Right. 

HEARING EXAMINER BLAIR: Is there anything 
further? 


™e 


MR. DUDLEY: I would like the Nearing Examiner 
to take official notice of the Secwrities Exchange Act 
Release No. 8239. 

HEARING EXAMINER BLAIR: 82397 
MR. DUDLEY: Dated January 26, 1968. 


| 
| 
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